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Intellectual Circles Say Democracy Inevitable
93CM01544 Hong Kong TANG TAI

[CONTEMPORARY] in Chinese No 21, 15 Dec 92~

pp 37-39

[Article by Jen Min-ta (0117 2404 6671); “What Do

Intellectual Circles Demand of the New Order”]

[Text] Editor’s note: Recently, this magazine held a
discussion meeting in Beijing and invited a number of
middle-aged and younger faculty members, graduate and
undergraduate students from a certain university to
discuss and evaluate ideological changes in the CPC.
Their comments are summarized below for reference to
our readers. [end editor’s note]

No Turning Back on the Road to Market Economy

The speakers generally recognized that there is no
turning back when China’s economy turned from a
planned economy toward a market economy. After the 4
June incident, the faction advocating a “bird-cage econ-
omy” hoped to reverse the train of history and return to
the pre-reform economy, but they controlled only par-
tially the upper-level decision-making, and what they in
fact manipulated were only the ideological propaganda
tools. Their real influence was limited, and they could
not turn around the economic liberalization (marketiza-
tion) trend spearheaded by enterprises operated by vil-
lages, towns, and foreign capital especially in the open
zones along the coastal area. In the competition, the
state-owned large- and medium-sized enterprises, here-
tofore considered by this faction to be the lifeline of
socialism, have been losing money repeatedly and going
into an irreversible decline; this adversely affected the
credibility of this faction which found itself in a quan-
dary. Now Deng Xiaoping is a smart man, and he could
sense the serious crisis confronting the Chinese
economy, a crisis that could only be dealt with by
economic liberalization. The socialist market economy
concept he put forth was therefore a wise move.

Changes Brought About by the 14th CPC Congress

The 14th CPC Congress was an important historical
turning point for it set aside the ideological argument
over whether to call the economic system “socialism” or
“capitalism” but proceeded to bring about the following
changes:

The party and government will be changing and adjusting
their functions at various levels to accommodate market
demands. This is concretely illustrated when the party
and government rank and file, in the name of rational-
izing governmental functions, use their considerable
power, resources and network of contacts to quickly
seize positions of advantage in the market. This can also
be seen when the Central Government’s departments all
rush to privatize and enter the market by establishing
companies. This kind of merging of “officialdom” and
“commerce” will undoubtedly promote monopolistic
tendencies, cause abnormal developments or obstruct
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the free information flow in the market, and lead to
irrational distribution in and ineffective use of resources.

. -Social ‘il‘\,e'qui_t,ies; will ‘bej'f'e:khce‘rbra_teﬂd,' resulting in the
" lower. classes - in: society- becoming ‘poorer. When the

people are thrown into market competition without
adequate political and economic safeguards, the bi-
polarization in society cannot be avoided.

The break-up and even disintegration in the intellectual
circles will intensify. Under attack by the waves of
commercialism, knowledge per se will be further
devalued, and many intellectuals who are engaged in
basic research or in studies of the humanities will be
neglected or rejected. Many young intellectuals have
jumped from the halls of academe into the sea of
commerce. Many regular academic institutions found
that to survive they have to sacrifice their normal
curriculum of teaching and research and engage in com-
mercial activities even though these are not particularly
prestigious or advantageous.

Political controls by the authorities will be strengthened.
In the near term, there may be a lessening of emphasis on
ideology, but to control the political liberalization and
freedom of thoughts which inevitably follow economic
liberalization, and to ensure “stability” in society, the
authorities will undoubtedly strengthen political con-
trols. Having let the economy out of the “bird cage,” the
authorities will certainly not allow politics to follow suit.

The above-mentioned several points indicate that pre-
dicting the post-14th CPC Congress political changes in
China will be difficult indeed. Various social contradic-
tions are now rapidly surfacing, and economic and
political frictions will be impossible to avoid.

Neoconservatism—Reformism?

Faced with the present situation in China, the neocon-
servatives in the intellectual circles have again come to
the fore. While neoconservatism evolved from the new
authoritarianism before the 4 June incident, the neoco-
nservatism today is different in certain basic respects.
After the 4 June incident, the mainstream conservative
forces in the political, economic and ideological circles
were consolidated, and serious rectification and suppres-
sion were carried out against the opposition democratic
forces and reformist forces of the enlightened faction; the
political reform the masses looked forward to remained
but a dream.

The economic sanctions and political pressures of the
last three years have produced a defeatist attitude and
readiness to compromise among the people especially
the intellectual circles, who have become inclined to put
their hope in the Communist Party to carry out enlight-
ened reforms. Neoconservatism today is the product of
this type of sentiment. At this point, China’s intellectual
circles hold different points of view toward this neoco-
nservative trend, and these viewpoints were also
reflected in the discussion meeting.
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One representative viewpoint argued that the high
degree of concentration of political authority coexisting
with the considerable leeway given to the economy
reflects the lack of a democratic tradition in China, and
is due to the fact that a majority of urban residents but
especially the peasants in China traditionally “opposed
only the corrupt officials, but not the emperor,” and who
did not have any of the Western type of democratic
demands. Because the democratic demands of the 4 June
demonstrators were not fully understood or supported
by the masses, it was argued that the suppression of 4
June demonstrators was evidence that whether in the
past, at present or in the foreseeable future, China does
not have and cannot possibly produce an independent
political force strong enough to counter the CPC. There-
fore, these neoconservatives considered that the reform
process in China must rely on a certain authoritative
force applied from the top to the bottom. At present, this
authoritative force is represented by Deng Xiaoping and
his loyal followers.

The neoconservatives admitted that Deng is politically a
mainstream conservative and dictator, but they also
recognized that he provides the only authoritative force
to push the economic reform forward at this time. They
expressed the concern that if the reform and opening up
policy went out of control, the 4 June tragedy and the *9
August” turmoil would be repeated; they therefore advo-
cated a gradual, controlled reform process, with political
reform coming only after economic reform has deci-
sively succeeded, and with the goal of reform modelled
not on the Western multi-party parliamentary democ-
racy, but on the enlightened authoritarianism of the four
little dragons in Asia.

The readiness to compromise politically on the part of
the neoconservative forces has been recognized and
accepted by the CPC authorities, and the line taken at
the 14th CPC Congress to a large extent conformed to
the neoconservative positions. This therefore is the
reason why the neoconservatives in the intellectual cir-
cles are increasingly sounding like the official mouth-
piece.

A Bittersweet Act?

Those who opposed the above-mentioned neoconserva-
tive views, on the other hand, argued that it was unrea-
sonable for the neoconservatives to emphasize one-
sidedly the “special” condition in China. China today is
fundamentally different from the isolated China of the
past. The reform and opening up process in the 1980s
has long since put China in the international arena, and
close interrelationships have been established between
China’s economy and economies of the West. This
situation will certainly prevail after China enters the
GATT, and particularly so in the economies of the
coastal open zones which have developed a large degree
of external dependence, and which are functioning along
with Hong Kong and Taiwan as a unit. Under these
circumstances, limiting the opening to the outside to the
economy can only be wishful thinking. As a result of
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further expansion of contact and opening up, not only
the Western technology and management but also the
Western system and values will be entering into China.
We should especially not overlook the many strands of
relationships developed between the overseas Chinese,
students, scholars and democratic movement activists
with the people in China, all of which will counter the
forces within China.

Furthermore, those who took the position that the Chi-
nese peasantry had no democratic demands were also
wrong, In fact, such demands had been severely sup-
pressed by dictatorial rule in the old China long isolated
from the world. The Chinese people do have a history
and tradition of resisting dictatorial rule, and strong
democratic demands were implicit in this kind of resis-
tance. In the “9 August” movement, from the support of
the people opposing government’s arbitrary power esca-
lating to the many citizens defying death by confronting
the tanks and machine guns, how can we say that the
people of China were not fighting for democracy? The
question now is not that the mainland people do not
want political reform and the implementation of polit-
ical democracy, but it is that the CPC authorities view
democracy as a flood or wild beasts, and insist that any
democratic demands of the people be eradicated and
indeed uprooted.

The “Bottleneck” in China Today

The CPC rule in China is based on dictatorial rule and
the theoretical premise of classes and class struggle. But
since the CPC itself has pronounced, class struggle is no
longer a fundamental contradiction in society; why is it
then that the CPC is still unwilling to abandon the
concept and practice of dictatorial rule? The point is that
by preserving dictatorial rule, the authorities can defend
against and suppress opposition forces of the democratic
faction, or “forces of the opposing enemy” as the CPC
put it. A majority of the speakers considered the CPC
system to be unreasonable and even absurd, for under
this system, those put in power are opposed to the people
and basically anti-democratic, and the “dictatorial rule”
is opposed to the democratic faction and basically anti-
constitutional.

Speakers at the discussion meeting pointed out that
following the development and strengthening of the
market economy, people of all social classes will natu-
rally demand greater freedom and self-rule as well as
legitimatizing the rights of citizens. Some speakers cited
Taiwan as an example, asserting that Taiwan’s economic
growth (around the 1960s) took place under a system of
dictatorial rule. But those who held this point of view
and who thought of using it to demonstrate that the
China mainland can also realize economic growth under
a dictatorial system neglected another aspect of the issue,
and that is the series of steps Taiwan undertook from
gradually allowing for freedom of speech in the 1960s, to
relaxing press censorship in the 1970s, to opening up the
political process to multi-party competition in the 1980s,
to today when Taiwan moves toward constitutional
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government (including constitutional revisions). That is
to say, although Taiwan’s economic development and
political reform did not go forward at the same time,
they moved ahead toward the same direction.

A majority of the speakers pointed out that the realiza-
tion of political democracy in China may well be a long
process, and one should not indulge in the notion that a
democratic political system can be established overnight.
But as a first step, the people should at least be given the
rights provided for in the constitution; that is to say, by
implementing constitutional rule, the rights of the people
should be fully respected within the framework of the
constitution. But the CPC authorities still time and again
would resort to “dictatorial rule” tactics to deal with
situations where the citizens are asserting their rights,
which not only willfully trampled on the openly promul-
gated constitution, but also deliberately violated human
rights of the citizens.

In the context of the above discussion, a majority of the
speakers called upon the CPC authorities to discuss the
“constitutional rule” proposal at the first session of the
National People’s Congress next spring, and to approve
its implementation by spelling out the procedures
including the provision which guarantees free election by
the citizens. If the CPC authorities cannot accede to the
people’s wishes, then the people have the right to rise up
and struggle in opposition.

Discussion of Wang Shuo Short Story

93CM00894 Hong Kong KAIFANG [OPEN
MAGAZINE] in Chinese 18 Oct 92 pp 100-101

[Article by Mo Nai (5459 1143): “Who’s Papa? Who’s
Son; Implications of Wang Shuo’s Short Story™]

[Text] Wang Shuo’s short story about a father and son is
rich in content. It leaves the reader with inexhaustable
ponderings. Starting with the son censuring his teacher
in class, it goes through a description of a generation gap,
their relationships with authority, and on to a night of
terror.

Just like the Japanese author, Murakami Haruki, Wang
Shuo [3769 2592] is a best-selling author in mainland
China. His popularity has reached Hong Kong too, and
his serials are broadcast on evening TV. I also picked up
“I Am Your Papa.” Who after all are the father and son
in this short story of 20,000 words? I realized several
things after reading it.

Below 1 summarize the story’s brilliant plot. Here is the
condensed story.

The story of a teacher, father and son

One day, a callous headmaster who was old before his
time called in Ma Senior and coldly feigned this as their
first meeting. It all started with a female teacher mis-
reading the word ‘“unperturbed” as “plunder” in
describing the imperialists’ encroachment upon China.
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Ma Senior’s son, Young Ma, seized the mistake and
would not let go. He just had no mercy. The teacher’s
reprimand nearly was drowned out by the sound of
laughter. When she stormed out of the classroom, her
face trembled as though struck by an electric shock.
Neither side would yield. The teacher snapped at Young
Ma for deliberately creating an incident, closing in
steadily, and brazenly causing the entire class to disre-
spect her. The teacher spoke intensely, at times pushing
and shoving Young Ma, who inquired, “Why are you
such a shrew?” He collectively insulted the teacher, a
female who especially needed respect and to feel noble.

Young Ma was punished and had to write a self-criticism
before the teacher would teach again. The severity of the
punishment depended on the depth of his self-criticism.
Ma Senior knew that he must make his son see that
surrender was the only choice in this confrontation
between unequal powers. A written repentance was in
order according to the opponent’s instructions. It was
not a matter of who was right or wrong. He swore at his
unconvinced son, “What made you correct the teacher,
continuously interrupting her in class, indicating that
you intentionally made a fool of her? The teacher can
correct you, she is a teacher, you are a student.” The
“arrogance” of Young Ma’s simple phrase, “I only know
how to respect the truth,” both surprised and terrified
his father.

When Ma Senior was a student he wrote many self-
criticisms, which aroused his interest in writing, and he
became famous. As he wrote a draft for his son, he
thought back to several decades ago. The teachers had
not improved over time; even their mistaken words are
the same. Students had not gotten any smarter, and the
“cherished generation” has not even a rudimentary
knowledge of society. They cannot stand grievances and
just will not yield to others, so it will be only themselves
who will suffer. As to whether the phrase “to make
extraordinary painstaking efforts” sounded like the
words of a child, it would be enough to have comfortable
wording without clear tidbits of flattery.

However, watching his father write on his behalf, Young
Ma did not appreciate the kindness. He felt that not only
did the essay not go deep enough, but it practically called
him an animal. Ma Sentor ridiculed him: “You still want
self-respect? You cannot consider yourself human now.”
Unwilling to “insult himself by the apologies of
another,” the son threw the paper that his father wanted
him to copy on the floor. Ma Senior’s anger rose gradu-
ally until he lost reason and beat his son wildly. He felt
the hate of being unable to restrain his son’s brazen
provocation and unwillingness to follow orders. He
cursed his son as a bastard, a son of a bitch who did not
know good from bad. At first he thought of using a more
reasonable method than the teacher’s to handle the
matter, as someone who maintained a distance from
disreputable and immoral behavior. Yet he still acted
this way, outdoing himself. He remembers swearing to
himself as a child that he would never beat a child of his




4 "POLITICAL

‘own. In the course of growing older, he changed many of
_h1s ongmal mtentlons, forgettmg many of hlS asplra-
.tions. ' S Lo L

“The next day the son robotlcally fol]owed hlS father s
instructions. Then, as expected, the school warned others
agamst following” his bad example They held a cam-
paign. Young Ma made a self-criticism, and ‘was ¢riti-
cized at a large meeting. Ma Senior’s stream of abuse
kind of self-criticism made everyone’s hair stand on
edge. When a person adopts a position they cannot stand
like this, how could anyone who was kind-hearted or in
trouble not feel the same for them? Furthermore, it is the
nature of our compatriots to give an opponent a way out
after pushing him to the wall. Anyone who is in a
superior, unthreatened positon desires to be a bit concil-
iatory to show magnamity and reasonable integrity; plus
they can appreciate the enjoyment of the opponent’s
tears of gratitude. After the meeting, the female teacher
involved viewed Ma Senior as her sole friend. She was
extremely sad, like someone who had boarded a pirate
ship, telling him about the treatment, housing, social
respect and misfortunes of being a low-level teacher.
Then she quickly became like the most loving cadre who
was beyond the highest heavens, whose mind was filled
with care for youths who have taken wrong turns, urging
them repeatedly with sincere words, earnest wishes and
good intentions. The headmaster and other teachers
rejoiced that Young Ma provided them with an excuse to
show their talents. Nonetheless, his face was as solemn as
always, pondering and worrying about everything.

Young Ma’s self-criticism went smoothly, but the father
and son were abnormally detached and cold to each
other. They felt an unspeakable tension. Ma Senior felt
like a memorial to a tragedy. When he met anyone’s eyes,
he looked as though wretchedly alert. He originally
expected his son to see the matter completely resolved
according to his neat and tidy plan, which would dilute
his rudeness to his father and make him see his father’s
wisdom, correctness and lack of choice in the matter. But
the son clearly was not relieved of his worries.

Ma Senior hoped that his son’s personality would not
change like this; such a change was most difficult to
fathom. He hoped to lighten the atmosphere at home, as
though nothing had occurred. He never mentioned the
incident again after that night of terror. But his son
would have contact with him, then not contact him,
occasionally with a fleeting smile.

“I see that you hold a grudge since that day I beat you. If
you hadn’t made me so very angry that day. . . . Ever
since you were young, when did I not first present the
facts and reason things out with you? When did I not
bear your mistakes? When was I ever bad to you? But
this time, if you had just done what I asked from the
outset, why would I have lifted my hand? My hand was
a bit harsh, but I struggled to write your self-criticism.
You dared not disdain to give it a look. What son treats
his father this way? Whether you hate me or not, I did
strike you and there is no changing that. Moreover, in the
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future I may striké you once again. T hope to av01d that
at all c()sts but it depends on you

“I get it If I obey, I won’t be beaten If I dlsobey, ria be

beat i

“You’ cherlsh a gnevance feelmg that you were not
entifely wrong at the outset of this thing, that you'should

-not have been’ criticized for pointing out the teacher’s

mistaken word. We used to be much much worse, we
struggled and criticized our teachers. That was a time of
upheaval. You cannot be like that now. You said, ‘I only
know how to respect the truth.’ You probably also
learned this phrase from a book. ‘Everyone is equal in
the face of truth.’ These phrases have harmed you. You
only see the sky as the sky and the earth as the earth,
without noting the differences among people. I beat you
out of love, setting a high demand on you in hopes you’d
improve. Strike back—it’s your turn! You climbed a
wall. The most I can say is you were naughty. I want to
climb a wall, but I would be caught for stealing. This is
just like sexual equality. Only by acknowledging differ-
ences can you have real equality. The teacher is an adult,
and the largest difference between her and the students is
that she must have face. Why couldn’t you just let her be
wrong? If she made a fool of herself, that’s her affair. If
the whole class did not know it, then let her be kept in the
dark. It was you alone who poked a hole in the paper
covering the window. Those in authority are in power,
no matter how real their mistakes. You can slander them
all you like to yourself, but you can’t point it out to their
face. When one in power makes a mistake, it is just like
a freight train jumping the track. You can’t do anything
but watch it fall off a cliff. All your effort would be but
like a mantis trying to stop a chariot. You would be
courting destruction.”

As though just waking from a dream, the son understood
the reasoning of children. “Why did everyone teach me
to take a strong stand, clarify my likes and dislikes, and
dare to be a little master. . . no wonder I suffered a
setback.”

A substitute reality; caring if it is true or false

1 believe that if you have read this far and were not bored
to death, then you curse KAIFANG for using middle
school student teaching materials to swindle intellec-
tuals. But I am sure your mind will be changed if I tell
you that this is a new work by Wang Shuo, “mainland
China’s Marukami Haruki,” and that the most popular
mainland Chinese director abroad, Zhang Yimou [1728
5669 6180], intends to make it a movie, and that I only
gave you the highlights, keeping the original words and
sequence of sentences, being most loyal to the original
short story “I Am Your Papa.” If I talk more nonsense,
and substitute the Communist Party—Deng, Li, and
Yang—and the students who demonstrated in front of
Tiananmen Square for the school (authority)-—Ma
Senior—and Young Ma, respectively, and note the “dra-
matic memorial” and “terrifying night” from the text
itself, then perhaps I can trick you into believing that you
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did not read in vain these two pages of KAIFANG.
However, I naturally have ulterior motives. In reality,
that would be like RENMIN RIBAO extending New
Year’s greetings in a curse to Li Peng. That is impossible.

Kind people will definitely swear and say that whether or
not your piercing farfetched analogies are correct, won’t
that clearly harm Wang’s work or even Zhang’s produc-
tion? The real headmaster—authority—definitely would
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not care whether it is true or false, taking my tricky
nonsense as a truth to warn others against following a
bad example. It may be that the two great artists, Wang
and Zhang, are but junior high students in the school of
the short story. They will not grow up asking experts to
write such dogged self-criticisms. Under socialism with
Chinese characteristics, as long as people continue to buy
tickets and sing praise, they will wonder whether enter-
tainment is true or false.
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NATIONAL AFFAIRS, POLICY

State Council Approves 25 High-Tech
Development Zones

HK2202074893 Hong Kong CHING CHI TAO PAO
in Chinese No 6, 15 Feb 93 p 27

[From the “China Economic News” Column]

[Text] After gradually giving a go ahead to 27 high-tech
industry development zones, the State Council has of
late approved another 25 hlgh-tech development zones.
The latest batch of development zones have been
selected from a list of nearly 100 proposed development
zones carried in various local newspapers. The newly
approved development zones are to be located in the
following cities: Suzhou, Wuxi, Changzhou, Foshan,
Huizhou, Zhuhai, Qingdao, Weifang, Liubo, Kunming,
Guiyang, Nanchang, Taiyuan, Nanning, Urumqi, Bao-
tou, Xiangfan, Zhuzhou, Luoyang, Daqing, Baoji, Jilin,
Jinyang, Baoding, and Anshan.

It was learned that a “development zone craze” is now
going on on the mainland. The total number of develop-
ment zones various localities have either raised funds or
worked out plans to build has exceeded 5,000. The State
Council’s approval of the latest batch of high-tech
industry development zones is aimed at guiding
domestic and foreign investment to high-tech develop-
ment and standardizing the application and approval
procedures for development zones. However, to avoid
giving any further impetus to the already overheated
momentum of the on-going “development zone craze,”
the State Council has asked the news media not to
publicize its latest decision.

Futures Markets To Converge With International
Markets

HK2202040093 Beijing ZHONGGUO XINWEN SHE
in Chinese 1400 GMT 12 Feb 93

[Roundup by reporter Chen Liyu (7115 4539 1342)]

[Text] Beijing, 12 Feb (ZHONGGUO XINWEN SHE)—
If the China mainland’s stock craze and real estate craze
were said to be focuses of attention in 1992, then the
futures craze may be the new “star” of this year. It will

offer new opportunities for cooperation to Hong Kong -

and overseas futures trade.

This is manifested in two recent events. One is that.

Nanjing Petroleum Exchange is seeking to establish a
relationship of cooperation with Hong Kong Futures
Exchange Limited. Ye Zhaoxin, general manager of
Nanjing Petroleum Exchange, disclosed to the media
that the main trading hall of the exchange was designed
and constructed by a Hong Kong company on the model
of Hong Kong Futures Exchange Limited, and that the
exchange will commence business in early March as
scheduled. Ye Zhaoxin also said that his exchange will
select and send in batches some senior management
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personnel to be trained in the Singapore and Hong Kong

. exchanges. The other is the Guangdong Xinghan Inter-

national Futures Company going into operation on 6
February. Its General Manager, Li Qi, said his exchange
has joined Malaysia Futures Exchange and will also join
Chicago Futures Exchange and other international
futures tradmg orgamzatlons in a bid to participate
directly in the competition in international futures mar-
kets.

When the China mainland’s futures market was just in
its embryonic stage more than three years ago, Chan
Sun-sun, the then vice chairman of Hong Kong Futures
Exchange Limited, pointed out that mainland China
must develop futures markets so as to play a coordi-
nating role in stabilizing prices of agricultural products.
Shortly afterward, when interviewed by reporters in
Beijing, the well-known U.S. futures market expert
William Grossman also maintained that because the
China mainland’s agricultural production is greatly
affected by price risks, it is necessary to set up a market
structure to preserve value and explore future prices, and
that the basic conditions have matured for China to set
up a futures market.

Now, it seems that the development of the China main-
land’s futures markets has very much outpaced what the
trade anticipated. In the past three years or so, apart
from establishing Zhengzhou Grain Wholesale Market
and others, which were aimed at developing futures
trading, the China mainland also established a number
of organs specializing in futures trading such as Shen-
zhen Nonferrous Metal Exchange, Shanghai Financial
Exchange, Suzhou Materials Exchange, and so on. Later,
a number of large markets or exchanges trading in the
means of production of such important industries as
coal, chemical, furnace charge for iron and steel, petro-
leum chemicals, and others were founded one after
another. It can be stated that futures markets on the
entire mainland have been deliberately diversified.

The recent establishment of Xiamen International
Futures Company, Shenzhen International Futures
Company, Guangdong Xinghan International Futures
Company, and Nanjing Petroleum Exchange, among
others, even more clearly conveyed this information:
The China mainland’s futures markets are seeking to
converge with the international markets. To the Hong
Kong and overseas futures sector, this is no doubt a new
domain for cooperation, which has provided new oppor-
tunities. As General Manager Ye Zhaoxin disclosed, on
the day that Nanjing Petroleum Exchange commences
business in early March, settlement of transactions will
be effected by its cooperating partner Hong Kong
Futures Exchange Limited. Associated Press and Reuter
Energy Information Transmission System will synchro-
nously transmit the prices quoted in Nanjing Petroleum
Exchange. They are perhaps the swiftest in the race.

The prospects for the “convergence” of the China main-
land’s futures markets with the international markets
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have yet to be observed. However, as the China main-
land is devoting itself to the establishment of a socialist
market economic system, it is imperative for stock
markets and property markets to converge with the
international markets, and this will also be the case with
futures markets.

Urban Development Marks Rapid Growth

OW1602075293 Beijing XINHUA in English
0718 GMT 16 Feb 93

[Text] Haikou, February 16 (XINHUA)—China’s eco-
nomic reforms and opening drive have promoted the
development of urban construction over the past 14
years, a leading official of the Ministry of Civil Affairs
said here today.

Statistics show that the number of cities in China has
increased from 193 in 1978 to 514 in 1992, the official
said.

He noted that by the year 2000 the urban population in
China will reach 462 million, accounting for 35.7 percent
of the country’s total population.

During the past 14 years the number of cities at the
prefectural level has increased from 99 to 191, and the
number at county level has risen from 91 to 323.

In the same period, the number of towns has also
increased from 2,167 to 12,084.

By 1990, the total population on the mainland was more
than 1.13 billion. The urban population was 296 million,
accounting 26.2 percent of the total.

Six large city groups have emerged in the Pearl River
delta, the Yangtze River delta, the Shandong and Lia-
oning peninsulas and in the area of Beijing, Tianjin and
Tangshan.

There are also eight large belts of cities and towns along
the Yangtze River and railways including the Beijing-
Guangzhou line, Beijing-Shanghai-Hangzhou line and
the Beijing-Harbin line.

By the end of 1991, the gross domestic product of
China’s 479 cities was 1,057.7 billion yuan, an increase
of 12.7 percent over the previous year, calculated in
comparable prices. This was 5.7 percent higher than the
average economic growth rate.

The domestic revenue of the cities was 842 billion yuan,
an increase of 12.2 percent, and industrial and agricul-
tural output value was 2,076.4 billion yuan.

Zhang Zhuoyuan on Evolution of Economic
Reform Theory

93CE0239A Beijing CAIMAO JINGJI [FINANCE AND
TRADE ECONOMICS] in Chinese 11 Nov 92 pp 3-8

[Article by Zhang Zhuoyuan (1728 0587 0337): “Evolu-
tion of Economic Reform Theory”]
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[Text] The practice of restructuring the economy over
the past dozen years proves time and again that every
step forward in reform requires that we free ourselves
from the grip of traditional socialist economic theories,
adopt new thinking, and establish new understanding,
new viewpoints, and new theories that are consistent
with the reality of developing a socialist economy. In my
opinion, the guiding philosophy for Chinese economic
reform seems to have evolved in the following way: from
the theory of the socialist commodity economy through
the theory of market-orientation to the theory of the
socialist market economy. The theory of the socialist
commodity economy is the philosophical cornerstone of
Chinese reform while the theory of the socialist market
economy is its theoretical fruition. Every single advance
in the theoretical arena was preceded by a major debate
with leftist dogmatists but also brought in its wake a
major liberation of public ideology and understanding,
thereby enabling reform to take a big step forward.
Certainly, the progress made in the process of economic
reform as well as the experience accumulated in turn
have nourished the creation of new economic reform
theories and gradually instilled them deeply in the minds
of the people, making possible the maturation of the
theories.

1. Theory of Socialist Commodity Economy: Potent
Weapon in the War on the Traditional Socialist
Economic System

According to the traditional socialist economic theory,
commodity and monetary relations are the remnants and
vestiges of the old society to be kept by the socialist
society only within a highly restricted area for a limited
period of time. As socialist construction gets under way,
it is thought, commodity and monetary relations that
will begin to get in the way of economic development
and should therefore be allowed to wither away. In a
traditional socialist economic system, accordingly, com-
modity and monetary relations are discriminated against
and rejected. Basic production and operating units in
society are not recognized as commodity producers and
operators with independent economic interests, but as
the mere appendages and “abacus beads” of their depart-
ments in charge at the higher level. The state exercises a
monopoly on collecting revenues and spending. Means
of production are not commodities in essence and are
kept out of market circulation. Elements of production
like funds, manpower, and land are not treated as
commodities or allowed to be commercialized but are
allocated and distributed exclusively by the state in
accordance with a command plan. Many basic consumer
goods are rationed and can be purchased only with a
coupon. The prices of almost all products and labor
services are set and adjusted by the government in a way
that reflects neither value nor supply-demand relations.
Prices primarily serve an accounting function. The state
bank, lacking any independence, is the government’s
cashier. The monetary policy is subordinate to the fiscal
policy. Society as a whole is regarded as a giant factory
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where all the production, circulation, and consumption
processes are under the sort of command planning that is
practically all-embracing. - ;

The elimination of commodity and monetary relations
and rejection of the market mechanism from social
economic life necessarily squeezes vigor and life out of
economic activities. The economy expands without
developing. There is substantial economic growth calcu-
lated in terms of the increase in gross output value, but
little tangible benefits accrue to the people. The effi-
ciency with which resources are allocated declines and
material scarcity becomes a distinctive hallmark of eco-
nomic life. There are widening economic and technolog-
ical gaps with economically developed nations and the
superiority of the socialist system is not trapped. Clearly
the traditional socialist economic system has become
increasingly out of step with the development of highly
socialized mass production. Timely and basic reform has
become imperative. _ .

What is wrong with the traditional system? Where
should reform zero in? These were major issues that
concerned everybody in the late 1970’s.

Many a Chinese economist pointed out at the time that
the root cause of the numerous ills plaguing the tradi-
tional socialist system was the rejection and elimination
of commodity and monetary relations and the denial
that the socialist economy is also a commodity economy,
which resulted in a misunderstanding of the nature of the
socialist economy. Since economic differences and con-
flicts objectively remain between man and man, between
enterprise and enterprise, and between locality and
locality in a socialist society, they argued, the existence
of commodity production and exchange is objectively
necessary. All economic conflicts can only be resolved in
accordance with the premise of the commodity
economy: the exchange of equal value. The law of
exchange of equal value must also be relied upon to
arouse the enterprising spirit of the people and mobilize
their enthusiasm to undertake a variety of economic
activities, gain a firm foothold and improve themselves
amid competition, and strive for even greater economic
interests, in the process invigorating the entire national
economy, spurring socialist economic development, and
raising the citizens’ living standards.

A substantial measure of consensus on these issues was
achieved among members of the economic and theoret-
ical communities in the late 1970’s and early 1980’s.

1. The socialist society must vigorously develop com-
modity production and commodity exchange. Com-
modity and monetary relations must be developed not
just between different ownership systems, but also
within the economy owned by the whole people.

2. State enterprises also should be relatively independent
commodity producers and operators with their own
independent economic interests. Expanding decision-
making authority to enterprises should mean first and
foremost giving them more economic power.
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3. Capital goods exchanged within the economy owned
by the whole people essentially are also commodities.
The circulation of materials and commodities must
replace the existing planned allocation and in-kind
exchanges. A market for capital goods must be created
and developed over time.

4, Respect the law of value. Recognize its regulatory role
in social production and circulation. Apply the principle
of exchange of equal value between economies of dif-
ferent ownership systems as well as between different
sectors, regions, and enterprises within the economy
owned by the whole people.

5. Affirm that the planned economy must utilize the
market mechanism, that it is important and necessary to
develop the urban and rural country fair trade, that the
consumer goods market must be further developed, and
that the development of individual retail commerce
must be permitted.

6. There is competition inside the socialist economy. The
competitive mechanism must be used to spur technolog-
ical progress, improve management and operations, and
better economic results.

7. Improve the price structure as required by the law of
value. To enforce the principle of exchange of equal
value in the exchange of industrial products for agricul-
tural products, we need to narrow and eliminate the
price scissors. The same principle should be applied in
exchanges ‘within the economy owned by the whole
people.

Meanwhile, different opinions were also being debated.
In 1982-83, several socially influential comrades
objected to the thesis that the socialist economy is also a
commodity economy. Although commodity production
and commodity exchange still exist in China, they
argued, we absolutely must not generalize our economy
as a commodity economy. By making such a generaliza-
tion, we would interpret inter-personal common owner-
ship and joint labor under socialism as the relations of
the exchange of equal value, and conclude that it is the
law of value and not the basic economic tenets of
socialism or the principle of planned development that
primarily shapes economic activities. When that comes
to pass, the line between the socialist economy devel-
oped in accordance with a plan and the anarchistic
capitalist economy would inevitably be blurred and the
essential distinctions between the socialist economy and
capitalist economy would become fuzzy. Thereafter
some of the economists who had written articles advo-
cating a socialist commodity economy came under crit-
icism. Major economic theoretical publications were
instructed not to publish articles that called for a
socialist commodity economy. Nevertheless the practice
of suppressing academic discourse with administrative
fiat did not work for long. By about late 1983 articles
arguing that the socialist economy is also a commodity
economy began reappearing in the press. Using eco-
nomic restructuring in the real world as its backdrop and
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marshalling more ample theoretical arguments, these
articles attracted even more widespread public attention
and support. In October 1984 the Third Plenum of the
12th CPC Central Committee passed the “Decision of
-the CPC Central Committee on Restructuring the Eco-
nomic System,” thus putting an end to the debate on the
major issues mentioned above and declaring that the
Chinese socialist economy is a planned commodity
economy based on public ownership. At long last the
theory of the socialist commodity economy was adopted.

The proposal for a socialist commodity economy and its
adoption powerfully stimulated Chinese economic struc-
tural reform and exercised a profound impact. It made a
gaping hole in the traditional hlghly centralized planned
economic system. _

To begin with, state command planning is no longer
all-embracing as it has ceased to control all facets of
social economic activities, including production and
circulation. The scope of command planning has gradu-
ally shrunk over time; at present it controls just about 10
percent of industrial production. As far as capital goods
are concerned, only 300 million tons of coal out of a total
output of 1.1 billion tons come under centralized alloca-
tion and just 100 billion jin of commodity grain out of a
total of 200 billion are procured by the state.

Second, state enterprises now have increasing decision-
making authority in their operations and are on their
way toward becoming commodity producers and opera-
tors that have decision-making authority in their opera-
tions and are responsible for their own profits and losses.
The system of profit retention, for instance, has gradu-
ally enabled state enterprises to have their own funds. In
1984 retained profits already accounted for 21 percent
and 40 percent of state enterprises’ net incomes and
profits realized, respectively. Corresponding figures for
1978 were 2.8 percent and 4 percent, respectively.

Third, a variety of economic formats has developed
rapidly. Even as we insisted that the economy owned by
the whole people remain dominant, the urban collective
economy as well as township and town enterprises in the
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countryside have expanded by leaps and bounds, as have
individual households, private enterprises, and enter-
prises that are either wholly or partially foreign-owned.
In 1978, ownership by the whole people accounted for
77.6 percent of the gross value of industrial output and
collective ownership, 22.4 percent, while the share of the
individual economy, private economy, and Sino-foreign
joint ventures and contractual joint ventures was nil. By
1990, however, the numbers had changed: ownership by
the whole people, 54.6 percent; collective ownership,
35.6 percent; individual economy and private economy,
5.4 percent; and Sino-foreign joint ventures and contrac-
tual joint ventures, 4.4 percent. In the commodity retail
business, the individual economy and private economy
have made rapid strides. In" 1978, ownership by the
whole people accounted for 54.6 percent of all social
commodity retail sales; collective ownership, 43.3 per-
cent; other economies, just 2.1 percent. By 1990, how-
ever, the proportions were 39.6 percent, 31.7 percent,
and 28.7 percent, respectively. .

Fourth, a host of markets have flourished, not only
consumer goods markets, but also markets for capital
goods and labor services. Across the nation there are now
over 1,600 wholesale special and general markets for
agricultural byproducts, 3,400 wholesale markets for
small industrial commodities, and 1,000 markets for
assorted capital goods, including 294 steel markets. In
addition, an array of markets for elements of production
have been set up or are in the process of being set up,
including two fairly standardized stock exchanges that
opened in Shanghai and Shenzhen in late 1990 and early
1991, respectively. The expansion of market relations
and the gradual formation of a market system that is
integrated across the nation, open, and competitive have
extended the reach of the competitive mechanism into
every corner of social economic life.

Fifth, the share of market-regulated prices is ever on the
rise. Changes in the proportions of the various forms of
prices in gross social commodity retail sales, total
volume of agricultural products sold by peasants, and the
total value of industrial capital goods based on ex-factory
prices since 1978 are presented in the table below:

Table 1. Changes in Proportidné of Prices Since 1978

Total Social Commodity Retail Sales=100  Total Agricultural Products Sold by Total Value of Industrial Capital Goods
Pesasants=100 . Based on Ex-Factory Prices=100

Year state fixed state guid- market- state fixed state guid- - market- state fixed stnte guid- market-

prices% ance regulated prices% ance regulated - prices% ance regulated
prices% prices% prices% prices% prices% prices%

1978 97 3 92.6 1.8 5.6 . 100

1979 88.4 4.9 67

1980 ) 82.3 9.5 8.2

1981 79.1 115 T 94

1982 78.3 1.5 10.2

1983 ‘ ‘ 76.1 13.4 10.5

1984 61.5 144 18.1

1985 47.0 19.0 340 37.0 23.0 40.0
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_ Table 1. Chﬁnges in Propoftions of Prices Since 1978 (Continued)

Total Social Commodity Retail Sales=100 ~ Total Agricultural Products Sold by Total Value of Industrial Ca;)iul Goods
. N : Peasants=100 Based on Ex-Factory Prices=190

1986 350 25.0 400 353 21.0 43.7

1987 337 28.0 v38.3 29.4 16.8 53.8

1988 289 21.8 49.3 24.0 19.0 57.0

1989 313 232 45.5 1353 243 404 :
1990 30.0 25.0 45.0 T 252 26 - 522 44.4 18.8 36.8
1991 209 10.3 68.8 22.2 20.0 57.8 36.0 18.3 _ 45.7

The increase in the share of market-regulated prices and
their rising dominance epitomize the growing relative
importance and dominance of market regulation in
social economic activities. This is the most significant
progress we have made since reform began.

Furthermore, stimulated by the commodity and mone-
tary relations, the financial and tax system, banking
system, investment system, foreign trade system, and
labor and wage system have been reformed to varymg
extents with some success.

2. The Market—Onentatmn Theory: Theoretlcal Basis
for Continuing Reform

After 1984 the focus of the debate on reform in the eco-
nomic and theoretical communities in China was no longer
the recognition or nonrecognition of the socialist economy
as a commodity economy. Instead, the focus had now
shifted from the different interpretations of the meaning of
a planned commodity economy to whether or not to endorse
market orientation. Between 1985 and 1991, there were
essentially two different interpretations of the meaning of a
planned commodity economy. One interpretation empha-
sized the “commodity economy” aspect. Under this inter-
pretation, the socialist economy is first and foremost a
commodity economy; commodity economic activities are
basic economic activities. The planned commodity
economy is secondary. The other interpretation stressed the
“planned” aspect. Its proponents argued that the planned
economy or planned regulation should always retain its
preeminent role in the socialist economy. These two dif-
ferent interpretations led to two different reform theories
and philosophies. One school emphasized the role of the
market and market regulation. Between planning and
market, it favored the latter. Its proponents advocated
market-oriented reform and were not content with using the
market mechanism within the framework of the planned
economy. The other school often ended up calling for
reform guided by scientific planning. It emphasized the
improvement of the planning mechanism and the macro-
economic control system. Because they believed market
regulation can only supplement the planned economy, the
proponents of this school were opposed to market-orlented
reform.

The theory of market-oriented reform is an improvement
upon the theory of the socialist planned economy. The
theoretical progress and practical significance of moving

from generally recognizing the socialist economy as a com-
modity economy to affirming that reform must be market-
oriented mainly manifest themselves in the following ways:

First, the theory of market-oriented reform emphasizes the
standing and function of the market and market régulation
in social and economic operations. The essence of economic
restructuring is to expand the scope and role of market
regulation and strengthen the role of market mechanism in
the allocation of social economic resources. Constrained by
traditional economic theories, some economists avoided
saying or expressed opposition to the notion that a socialist
society must use the market and the market mechanism
even though they agreed that a socialist society need to
develop commodity production and commodity exchange
and even a commodity economy. They often equated
market with disorderliness and chaos in economic life and
thought of the former as a destructive force. Hence their
market-phobia. It is precisely the goal of the theory of
market-oriented reform to further liberate public thinking
from the above-mentioned theoretical straitjacket, affirm
the market, and endorse market competition as a built-in
mechanism of the socialist economy.

Second, affirm that a host of social economic activities must
be guided by the market. The report by the 13th CPC
National Congress put forward a new economic operating
model: “The state regulates the market and the market
guides enterprises.” We can say this clearly sums up market-
oriented reform. With the market guiding enterprises, it is
obvious that microeconomic activities in society must be
regulated by the market instead of command planning by
the state, thus indicating a recognition of enterprises as
genuine commodity producers and operators that enjoy
decision-making authority in their operations and are
responsible for their own profits and losses. This presages a
future in which social economic operations will be coordi-
nated extensively by the market instead of administrative
actions. Since “market guiding enterprises” does not specify
which enterprises are to be so guided, state enterprises,
particularly large- and mid-sized ones, should normally be
guided by the market as well. This points up the right
direction for the revitalization of large- and mid-sized state
enterprises.

Third, affirm the commercialization of capltal goods and
buy and sell them on the market. The fact that the
activities of enterprises are normally guided by the
market not only recognizes that material products and
labor services are commodities that must circulate on the
market, but also suggests that all capital goods, including
funds, manpower, land, and minerals, among other
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things, must also be commercialized over time and
circulate through the market. This makes it necessary for
us to develop a new concept of a unified socialist market
system. Such a concept is precisely one of the more
unequivocal and concentrated expressions of the theory
of Chinese economic reform. We all remember that the
“Decision of the CPC Central Committee on Restruc-
turing the Economy” adopted by the Third Plenum of
the 12th CPC Central Committee in 1984, displayed
some theoretical hesitation as when it declared that labor
as well as a host of state enterprises and resources such as
land, mines, banks, and railroads are not commodities
even as it affirmed the socialist economy as a planned
commodity economy. The fact of the matter is that as the
commodity economy develops, particularly as market-
oriented reform advances, the commercialization of
labor, land, mines, banks, and railroads is all but inevi-
table, as is their circulation on the market. Otherwise,
there can be no free circulation of capital goods. If we
don’t have the free circulation of capital goods, there is
no way the market can guide enterprises.

Fourth deregulate prices and establish a market pnce
mechanism. Prices lie at the heart of the market, and the
price mechanism lies at the heart of the market mecha-
nism. It is primarily through prices and price movements
that the market fulfills its guiding role. In order for prices
to fulfill their guiding role, we must change the form of
prices. The key is to let prices be formed through market
exchangg, bring about the transition from administrative
price-fixing to market price-fixing, and replace a single
set of planned prices with prices regulated by the market.
Not only must prices of all commodities and labor
services be formed through market competition, but so
must the prices of all elements of production. The
so-called market in this context refers to a unified, open,
and competitive market system with a complete set of
rules and regulations. It is also a market system linked to
the international market. Price reform must move from
price reform as narrowly defined to the kind of broadly
defined price reform that includes the reform of the
prices of all capital goods.

The theory of market-oriented reform or a philosophy of
market-based reform ran into some opposition and crit-
icism in 1989-1991, with certain individuals politicizing
it by calling it an expression of bourgeois liberalization.
It was thoroughly criticized in an article entitled “Cast-
ing Doubt on the Market-Oriented Theory.”

The author wrote, “It goes against the basic guiding
principle behind Chinese economic reform—integrating
the planned economy with market regulation—to sum
up the expansion of the share of reform and use of
market regulation as market-oriented reform and even
make it the goal of economic reform. It will readily lead
to such ideological confusion as equating the planned
economy with market economy and equating the inte-
gration of the planned economy with market regulation
with market orientation, which will make a fetish of the
market.” The article also said, “The pre-reform Chinese
economy was neither a wholesale planned economy nor
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a full-fledged commodity economy. Instead it contained
elements of both the planned economy and commodity
economy. Thus any theory that says reform has to mean
turning a natural economy or product economy into a
commodity economy and therefore concludes that
market orientation is the only way to go is unscientific in
itself. In my opinion, our reform orientation must be one
which puts equal emphasis on bringing out the superi-
ority of the planned economy and putting market regu-
lation to good use, which are organically related, in
accordance with the demands of such objective .eco-
nomic principles as basic economic laws, the law of
value, and the principle of planned proportionate devel-
opment.” (Footnote 1) (Lu Lijun [7120 4539 6511],
“Casting Doubt on the Market-Oriented Theory,” m
ZHENLI DE ZHUIQIU No 2, 1992.)

To my mind the above viewpoint was untenable and
unpersuasive. .

First of all, the writer’s assessment of the pre-reform
Chinese economy was factually inaccurate. The writer’s
contention that the pre-reform Chinese economy con-
tained elements of both the planned economy and
market economy was substantially different from the
assessment of most people. The thrust of the article was
to deny that the traditional system rejected commodity
and monetary relations and the market mechanism and
that the planned economic system epitomized by a
highly centralized form of command planning controlled
the economy to death and snuffed out from it any vitality
and energy. No wonder the writer downplayed economic
structural reform as “putting equal emphasis on bringing
out the superiority of the planned economy and putting
market regulation to good use, which are organically
integrated,” instead of regarding it as a fundamental
transformation of the traditional system. What the
writer had in mind was actually the perfection of plan-
ning since he rejected the need to reform the traditional
system. He believed only limited adjustments of the
traditional system were needed, not fundamental exten-
sive reform, and certainly not another revolution or a
second revolution.

Second, the writer objected to market-oriented reform
mainly out of a fear that the planned economy as he’
perceived it would be rejected. In fact, proponents of the
theory of market-oriented reform do not reject planned -
guidance and macroeconomic control, only the kind of
planned economy epitomized by command planning. As
we see it, by rejecting the market and market mecha-
nism, the traditional system has hampered the develop-
ment of productive forces. Thus the purpose of reform is
to enable the market mechanism to do its part, broaden
the scope of market regulation and its share of the
economy, and use market forces to vitalize the national
economy, and liberate and develop productive forces. At
the same time, owing to the limitations inherent in the
market and market mechanism, market-oriented reform
in socialist nations must be combmed with planned
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guidance and macroeconomic control so that the micro-
economy and the entire national economy can be revi-
talized without sacrificing our long-range strategic devel-
opment objectives or the overall structural balance,
ensuring the steady, coordinated, and highly efficient
development of the national economy. Accordingly,
planning work must be extensively overhauled. Other
than specific aspects that can be retained, command
planning must be eliminated and replaced by policy-
based planning, forecasting planning, guidance planning,
or inductive planning. These types of planning must
honor the law of value and the law of the market if they
are to be to be effective and be able to steer a host of
commodities and market economic activities into the
orbit of planned development. In short, market-oriented
reform requires that we genuinely revolutionize the
traditional planning system and planning work.

3. The Theory of the Socialist Market Economy:
Fruition of the Theory of Chinese Economic Reform

It was in early 1988 that the Chinese economic commu-
nity began discussing the socialist market economy in a
socially influential way at a seminar in Guangdong,
home of the most advanced commodity economy and
market economy in China. Subsequently the Guangdong
“market economy seminar” editorial group edited and
published a book titled Market Economy in the Initial
Stage of Socialism in which dozens of economists
explored the theoretical and practical issues relating to
the socialist market economy from all perspectives and
all aspects. The book received widespread attention in
the economic and theoretical circles and was a shot in
the arm for the study of Chinese economic reform
theories.

In June 1989, the CPC Central Committee put forward
the principle of combining the planned economy with
market regulation. Some people interpreted the principle
to mean a retreat to the old formula of emphasizing the
planned economy, with market regulation as a supple-
ment. The drive to improve the economic environment
and rectify the economic order had just gone under way
at that time. To rein in inflation, the government was
taking a number of anti-market measures and stressing
planned control and centralized leadership anew,
prompting some individuals to use the idea of combining
the planned economy with market regulation as a theo-
retical justification for the temporary retreat from
reform. Against this backdrop, no sooner had the theory
of the socialist market economy come into being before
it came under enormous pressure. Some leftist theoreti-
cians and politicians even considered it necessary to pin
political labels on it and criticized it sharply.

Be that as it may, the momentum of reform in China
could not be turned back. Soon the public discovered
that even the drive to improve the economic environ-
ment and rectify the economic order must go hand in
hand with continuing reform. After achieving a measure
of success, the drive to improve the economic environ-
ment and rectify the economic order actually created a
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favorable climate for the effort to continue reform.
Beginning in the winter of 1989, market-oriented
reform, ‘especially price reform, resumed its big strides
forward. Buttressed by the practice of reform, many
economists called on us to further rid ourselves of our
market phobia and use the market mechanism more
boldly to improve the efficiency with which resources are
allocated and the performance of the national economy.

In early 1991 and early 1992, Comrade Deng Xiaoping
said in no uncertain terms that a little more planning or
a little more market is not an essential distinction
between socialism and capitalism. The planned economy
is not the same as socialism; there is planning under
capitalism too. The market economy cannot be equated
with capitalism; a market exists under socialism also.
Both planning and the market are economic means. The
essence of socialism is to liberate and develop productive
forces, abolish exploitation, and eliminate polarization,
ultimately achieving common wealth. These words by
Deng Xiaoping further enriched and elaborated the
economic reform theory and socialist economic theory,
powerfully boosting the study and dissemination of the
theory of socialist market economy. In 1992 there was an
bumper crop of articles in the press exploring this theory.
(Footnote 2) (I have also published a short article on this
subject: “Striving To Develop the Socialist Market Econ-
omy,” in CAIMAO JINGJI No 8, 1992.)

Affirming the theory of a socialist market economy is
enormously significant both theoretically and practi-
cally. Most important, we need to learn from the expe-
rience of economically advanced nations in using market
competition to bring about economic prosperity more
boldly and extensively, speed up the establishment of a
competitive market system, rely on market relations and
the market system, which are getting more developed by
the day, improve the use and allocation of resources,
enhance the efficiency of national economic activities,
speed up economic development, and narrow the gap
with economically developed nations and regions. Prac-
tice proves that the old traditional planned economy
epitomized by command planning will only further
widen the economic and technological gaps between
China and the developed nations of the world instead of
giving us a comparative edge over capitalism. Only by
boldly absorbing and making use of all the fruits of
civilization achieved by human society and all the
advanced management and operational methods of all
nations in the world today, including capitalist nations,
that reflect the laws of modern socialized production can
we rouse ourselves to catch up and enable the Chinese
socialist system to secure a foothold in its competition
with capitalist economies by bringing out its superiority.
As for the basic elements of the market economy
including “market,” ‘““market regulation,” “market
mechanism,” and *“competitive market mechanism,”
they are the most important means of generating pros-
perity and progress in human society and promoting
rapid economic development.
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The only way to end the isolation of the Chinese
economy thoroughly, open it up to the outside world,
and participate fully in competition on the world mar-
ketplace is to affirm the socialist economy as a market
economy as well. Pressures generated by competition on
the world market will compel us to speed up the reform
of the old order, which has hamstrung economic devel-
opment. The first to feel the impact would be enterprise
reform. The traditional enterprise system in which gov-
ernment administration was used with enterprise man-
agement will become totally unsuited for the new envi-
ronment of international market competition. All
enterprises that produce, buy, or sell competitive prod-
ucts will be eliminated if they fail to face up to the
ferocious competition on the marketplace, improve their
technology and product quality endlessly, and enhance
their profitability. It can thus be seen that openness and
reform complement and stimulate each other.

The theory of the socialist market economy has finally
clarified the goal of Chinese economic reform. Needless
to say, a string of issues need to be examined and worked
out during the transition to the new order of a socialist
market economy.

PROVINCIAL

Beijing Achieves Results in Exporting Labor
Services -

OW1102224893 Beijing XINHUA Domestic Service
in Chinese 0821 GMT 11 Feb 93

[By reporter Li Yafei (2621 0068 7236)]

[Text] Beijing, 11 Feb (XINHUA)—The Beijing Urban
Construction Corporation recently won the bidding to
build the $230 million Tehran subway. Meanwhile, the
construction of the 250,000 square-meter Sentul housing
area in Kuala Lumpur, Malaysia—contracted by the
Beijing Construction Engineering Group—has com-
menced. A ribbon-cutting ceremony was recently held to
mark the completion of Nippon Tenka Park [name as
received]—the largest overseas park of classical architec-
tural style ever built by our country—through the joint
efforts of the Beijing International Economic Coopera-
tion Company and the Classical Park Architectural Engi-
neering Company. These projects were announced to the
media today by the Beijing Municipal Foreign Economic
Relations and Trade Commission.

Beijing has achieved splendid results in contracting
foreign construction projects and exporting labor ser-
vices to foreign countries through various channels and
in a wide-ranging manner. These services encompass
various business sectors, provinces, municipalities, and
states. In 1992, the municipality signed new contracts
worth $390 million, handled $110 million in business
volume, and sent 3,200 assorted workers to foreign
countries. These figures were 1.75 times, 2.25 times, and
47.6 percent more than in the previous year.
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In the past, companies engaged in foreign economic
cooperation were the sole “window” through which
Beijing municipality conducted economic relations and
cooperation with other countries. Relevant departments
have now authorized the Shougang Company, the Bei-
jing Construction Engineering Group, the municipal
Architectural Design and Research Institute, and other
units to engage in foreign economic cooperation.
Through its affiliation with foreign economic compa-
nies, Beijing municipality has allowed business sectors
and large and medium-sized enterprises without foreign
economic powers to establish 28 subsidiaries engaged in
urban construction, machinery, tourism, catering, com-
merce and trade, and agriculture. This has enabled
relevant business sectors and enterprises to directly
contract foreign construction projects and to engage in
labor service cooperation with foreign countries. Last
year, these subsidiaries signed $210 million worth of
contracts with foreign countries. Approximately half of
the country’s 200 foreign contract and labor service
companies are located in Beijing. Beijing Municipality
has supported these enterprises in actively contracting
foreign economic projects from the central government
and from companies in other provinces and municipal-
ities. The Sri Lankan highway bridge project, the Portu-
guese park project, and contracted ventures in Vietnam
and South Africa were secured through these channels.
The Beijing authorities also have encouraged enterprises
to actively foster joint equity and cooperative ties with
foreign companies of good reputation and standing, as
well as to undertake transnational operations. For
instance, the Beijing International Economic Coopera-
tion Company and Japan’s Tanimura Company have
jointly funded parks of classical architectural style on the
international market. The Beijing International Eco-
nomic Cooperation Company has also contracted water
control projects in third countries with Australia’s IGA
company, and developed local real estate with Singa-
pore’s Fuliansheng Company [name as received).

Beijing has established overseas posts at an unprece-
dented pace through its extensive and diverse efforts to
open up international markets. The municipality has
successively built foreign economic cooperative outlets
in more than 20 countries and regions, including
Tunisia, Malaysia, the United States, Japan, Hong Kong,
Macao, Singapore, Indonesia, the CIS, Kenya, and Thai-
land. It has also sought cooperative partners for devel-
opment purposes in those countries and regions,
expanded the regional base for cooperation, and
increased the number of cooperative projects.

Cheng Weigao Discusses Banking Reform Issues

SK1402142393 Shijiazhuang Hebei People’s Radio
Network in Mandarin 2300 GMT 12 Feb 93

[Text] At the recent provincial forum of bank presidents
and insurance company managers, Cheng Weigao, sec-
retary of the provincial party committee and governor of
the province, pointed out: All banking units should
strive to expand the scale of business, raise funds from
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diverse channels, vigorously increase savings deposits,
and tap the potential of funds to ensure the demands of
the provincial economic development this year and to
better serve the rapid and high-efficient development of
the economy.

On behalf of the provincial party committee and the
provincial government, Cheng Weigao thanked the
banking units for their work and contributions to the
province’s reform, opening up, and economic construc-
tion last year. He said: Banking and the economy share a
common fate. Economic development must rely itself on
banking invigoration. The degree of the banking invigo-
ration determines the degree of economic development.
To accelerate the development of Hebei’s economy, we
should carry out a large number of capital construction
projects, a large number of technological transformation
projects, and a large number of foreign-funded enter-
prises and township enterprises. Not a single one of them
can be dispensed with, and the focus should be put in
capital construction and technological transformation.

This year, the province will start the construction of 159
projects, a record year, which needs a total investment of
17.5 billion yuan. Therefore, whether or not Hebei will
become an economically strong province depends to a
large extent on the banking situation. [passage indistinct]
All levels of governments and all banks should join
hands to accelerate the circulation of funds and tap
potential of funds. Banks should strive to open as more
deposits agencies as possible in line the demands of the
people.

Cheng Weigao stressed: We should deepen the banking
reform to better gear the banking to economic construc-
tion. The relevant measures adopted by the provincial
government should be carried out firmly and unswerv-
ingly. Under the new situation of [words indistinct], the
banking reform should be pushed forward instead of
drawing back. We should make full use of the banking as
an economic lever to help solve the deep-rooted prob-
lems in the province’s economic construction and to help
change the operational mechanism of enterprises. Those
enterprise which incur grave losses, which are on the
verge of bankruptcy, and whose output cannot make up
for their debts should be [words indistinct]

Economic Sectors Booming in Jiangsu Province

OW1602115293 Beijing XINHUA in English
1014 GMT 16 Feb 93

[Text] Nanjing, February 16 (XINHUA)—Businesses
under the public, collective and private ownerships as
well as foreign-funded enterprises are all booming in the
east China province of Jiangsu, which produces one-
tenth of the wealth of the country.

Last year, state industries achieved a 22 percent increase
in gross output, the increase for collective enterprises
was 84.6 percent, and other sectors of the local economy
recorded even greater increases.
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In the past, all enterprises, 99 percent of which were
small in size, belonged to the public sector and operated
under state planning. Later on, other ownership busi-
nesses took big strides.

By 1978, the total output of public ownership enterprises
dropped to 40 percent of the total, the proportion of
collective enterprises grew to take up S0 percent of the
total, and other sectors accounted for the remaining 10
percent.

Meanwhile, state enterprises were constantly upgraded
and regrouped, and the province’s petrochemical, elec-
tronics and machine-building industries are now leading
in the country, and they produce one-third of the prov-
ince’s total output value.

The province’s 100,000 rural enterprises, mostly collec-
tively-owned, produced 310 billion yuan in output value
last year and they have become the major source of state
revenue in the province. They are forming enterprise
groups and becoming technology-intensive and export-
oriented. Last year, they put in 14 billion yuan for
technical upgrading.

Foreign-funded businesses have also become sizable in
the province. Last year, the 3,000 foreign-funded enter-
prises in operation exported 1.3 billion U.S. dollars
worth of products, 28 percent of the total for the prov-
ince.

Private businesses in the province have also grown.
Share-holding companies are mushrooming. Enterprises
of different ownerships are enhancing cooperation links.

Liaoning Holds Conference on System Reforms

SK 1702092693 Shenyang Liaoning People's Radio
Network in Mandarin 2300 GMT 16 Feb 93

[Text] The provincial work conference on system
reforms opened in Shenyang on 16 February. Vice Gov-
ernor Wen Shizhen attended the conference and deliv-
ered a report entitled “Earnestly Implement the Spirit of
the 14th CPC Congress, Accelerate the Pace of Reforms,
and Promote the Work of Improving the Province’s
Economy to a New Level.”

After reviewing the situation created by our province in
the reform of economic systems last year in his report,
Wen Shizhen emphatically arranged the tasks of con-
ducting economic system reforms throughout the prov-
ince this year. He said: 1993 is the first year in which
efforts should be made to promote the reform in line
with the target adopted at the 14th CPC Congress with
regard to establishing the socialist market economy.
Under the new situation, reforms in various fields
should be carried out strictly according to the principles
of the socialist market economy.

Wen Shizhen said in his report: Enterprise reform during
the new year still represents our province’s emphasis in
its reform programs. Efforts should be made to regard as
a focal point the work of accelerating the transformation
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of business mechanism among the state-owned large and
medium-sized enterprises, to deeply implement the reg-
ulations and rules, and to delegate in an overail way the
self-determination right of enterprises. While continu-
ously pushing forward the reform in the systems of
enterprises’ personnel affairs, labor affairs, and distribu-
tions and the reform of enterprises’ internal organs,
efforts should be made to further conduct reform or
straighten out the leadership systems of enterprises and
to accelerate the reform in the property-right systems.
Efforts should be also made to deal with as soon as
possible the blurred relationship among different assets,
the blurred responsibility of property rights, and the
serious leaks of publicly-owned assets. The reform in the
business styles of enterprises should be accelerated and
the pace of organizing enterprise groups should be also
quickened.

Wen Shizhen said in his report: By proceeding from the
reality this year, we should make an important step in
establishing market systems with an integrated, unified,
open, and right-order structure; improving the unified
systems of social security; and in building the scientific
and rational systems of macro readjustment and control.
We should also make a crucial step .in shifting the
governmental function and conducting institutional
reforms.

Attending the conference on 16 February were provin-
cial leaders, including Yue Qifeng, Yu Xiling, Xiao
Zuofu, and Yue Weichun.

During the conference, (Zhang Fu), chairman of the
provincial system reform commission, delivered a report
on relaying the spirit of national work conference of
system reforms. :

One-Third of Shandong Enterprises To Issue
Shares

HK2202122593 Beijing ZHONGGUO XINWEN SHE
in English 0837 GMT 22 Feb 93

[Text] Jinan, February 22 (CNS)}—The just-ended Shan-
dong provincial economic work conference decided that
this year one-third of the province’s state-run enterprises
will adopt the shareholding system and all collectively-
run and township enterprises will implement the share-
holding cooperative system. In addition, it is planned for
a number of enterprises to issue stock for trading.

By the end of last year, the number of industrial enter-
prises in Shandong practising the shareholding system
numbered a mere 200 with no transactions listed and
two features present, one of which was the shortage of
capital for construction and the other a large outflow of
capital from the province into other places.
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Shanghai To Converge With International Market

OW1602115193 Beijing XINHUA in English
1057 GMT 16 Feb 93

[Text] Shanghai, February 16 (XINHUA)—East China’s
Shanghai City, a major industrial and financial center in
China, hopes to converge with the international market
in the next three years through further opening to the
outside world, a top official said here today.

Huang Ju, mayor of the city, told the first session of the
10th municipal people’s congress that the shift will
concern four aspects—finance, trade, industry and man-
agement.

In his government work report, the mayor said that
Shanghai will take further steps to make its ties with
international financial systems closer. The number of
foreign-funded banks will be increased and more jointly-
funded financial organizations will be set up in the city.

Shanghai will also establish more joint ventures to
develop the re-export trade in the Waigaogiao free trade
zone in the Pudong New Area. Foreign trade autonomy
will be granted to more companies.

In addition, more production materials markets,
including all forms of spot and futures markets, will be
created in accordance with international practice.

In the shift of industrial production, Huang said that
Shanghai will try to attract more leading international
companies to invest in Shanghai. It will also set up more
overseas companies. )

The mayor stressed that Shanghai is to adapt its man-
agement systems to international standards in more than
700 large and medium-sized state-owned enterprises
covering quality, costs, labor, wages and accounting.

Industry Continues To Grow in Shanghai

OW1102213893 Beijing XINHUA in English
1547 GMT 11 Feb 93

[Text] Shanghai, February 11 (XINHUA)—Industry in
China’s leading industrial city of Shanghai has continued
to grow at a high speed since the beginning of this year.

According to the Shanghai Municipal Statistics Bureau,
the city recorded an average daily sales volume of
industrial products of 686 million yuan (about 120
million U.S. dollars), an increase of 23.6 percent over the
same period of last year.

The total industrial output value of the month was
18.458 billion yuan, 7.1 percent more than the same
month of 1992,

The growth rate in the Pudong New Area in the city was
even higher, with the industrial sales reaching 2.86
billion yuan, an increase of 8.1 percent over the same
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period of last year and the export volume reaching 368
million yuan, accounting for nearly one-fifth of the city’s
total.

The city exported 2.045 billion yuan worth of manufac-
tured goods in January.

The growth rate of foreign-funded enterprises in the city
was higher than the city’s average, with the sales volume
reaching 2.7 billion yuan, increasing by 37.3 percent
over the same period of last year.

Shanghai Auto Industry’s Development Noted

OW1902133093 Beijing XINHUA in English
1252 GMT 19 Feb 93

[Text] Shanghai, February 19 (XINHUA)—Last year,
Shanghai’s auto industry became the backbone industry
in the city’s economy.

In 1992, income from the sales of Shanghai-produced
automobiles reached 21.5 billion yuan (about 3.77 bil-
lion U.S. dollars), an 80 percent increase over the year
before, while profits climbed to 1.5 billion yuan.

Last year, the city co-produced with its German partner
170,000 Santana cars, which have become a symbol of
the city’s auto industry, with 75 percent of spare parts
produced locally.

This year, output of Santana cars is expected to increase
by 100,000.

A new Santana model will soon be put into production.

Taking the production of Santanas as the lead, Shanghai
has been striving to keep up with world automobile
developments, which in turn has encouraged progress in
the metallurgy, meters, glass, plastics and oil refining
industries.

By the end of last year, the city’s auto industry held 1.8
billion yuan in fix assets and property valued at 9.3
billion yuan, both of which increased by 400 percent
over five years ago.

The city’s auto industry will soon cooperate with such
renowned enterprises and corporations as the US-based
Ford Motor Company.

Tianjin Holds Price Work Conference on 10 Feb

SK1102100393 Tianjin People’s Radio in Mandarin
2300 GMT 10 Feb 93

[Text] The reporter learned of the fact at the municipal
price work conference held on the morning of 10 Feb-
ruary: In 1992, the municipality registered the highest
speed and made the most noticeable achievements in
price reform. Last year, the municipality successively
worked out four major measures for price readjustment
and decontrol and delegated to lower levels a group of
rights to price management. Thus, the extent of the state
direct price management has been reduced. :

JPRS-CAR-93-013
23 February 1993

According to the statistics, the number of commodities
whose prices are managed by the municipality and the
number of service charges under the municipal manage-
ment were reduced from 265 to 53 in 1992, a drop of 80
percent. Viewing the general situation, we know that
although the prices were readjusted and decontrolled to
a great extent, the total demand and supply were basi-
cally balanced and there were fairly ample supply of
commodities. The consumers basically set their mind at
rest and the market prices tended to develop steadily.

Zhang Haosheng, vice mayor of the municipality,
pointed out at the conference: The price work is an
extremely important work and related to the economic
development and the social stability. The price depart-
ments at various levels should further emancipate the
mind, seek truth from facts, grasp favorable opportuni-
ties, do solid work, speed up the pace of price reform,
and better suit the needs of the market economic devel-
opment. '

Zhang Haosheng urged: In regard to the study of price
reform and the promulgation of the price policies, the
price departments at various levels should proceed from
reality; take the enterprises’ assimilation ability and the
people’s economic bearing capacity into consideration;
make a unified plan for coordinating the price reform
with the reform of the housing system and the social
welfare system, including the medical insurance system;
and gradually bring the price reform into line with the
municipal specific program for the economic reform.

FINANCE, BANKING

Banks Need To Adjust to Market Economy

92CE0229A4 Beijing JINGJI RIBAO in Chinese
8Dec92p 3

[Text] There are currently two schools of thought
regarding how banks can participate in the socialist
market economy and continue to develop. The primary
difference between these two schools of thought is in how
to bring into play the handful of large state-owned banks.

One school of thought holds that these few state-owned
banks should be directly controlled by the government,
and should be the mechanism or tool with which the
state implements macroeconomic regulation and admin-
istration of the economy. To ensure the correct develop-
mental direction of the entire economy, the state must
not abandon direct control over these few large banks,
particularly after the market economic system is estab-
lished and economic units at all levels have become more
autonomous.

The other school of thought holds that the banking
industry is the center of economic activity. Large state-
owned banks are a principal component of the banking
industry, and must enter the market along with state-
owned enterprises. I favor consideration of banking
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reform based on the second school of thought, and on
that basis put forward the following several reform
measures:

One, establish a government bank that deals exclusively
with banking business that the government needs to
directly manage and control.

Quite a few people in the economic field currently
believe that China’s Central Bank handles a variety of
ordinary banking business, establishes many levels of
organization, and is closing ranks with the few large
state-owned banks. In addition, the few large state-
owned banks concurrently handle quite a bit of business
that must be carried out according to government inten-
tions, and they are closing ranked with the Central
Bank—“The Central Bank is not like a Central Bank,
commercial banks are not like commercial banks.”
Establishing a government bank that exclusively handles
the ordinary banking business now handled by the Cen-
tral Bank, as well as the business handled by the large
state-owned banks that must be under the government’s
direct management and control, is the most feasible way
to change the situation.

China’s few state-owned banks are currently too much
like state economic organs. To a great extent, their
professional activity is in the service of state policies and
political agendas. They must handle a variety of business
for which they cannot take profit or loss into account.
They must support various deficit-running enterprises
that the government must maintain, and sometimes they
must even go as far as to provide loans for political
stability and unity. How can they enter the market this
way? The principle of the market is equal exchange, fair
competition; if the large state-run banks take on the
burden of the aforementioned business, how can they
compete with foreign-owned banks, collective banking
institutions and joint-stock banks that don’t have this
burden? How can they enter the world financial market,
compete with large multinational banks and achieve
quick development? For these reasons, the aforemen-
tioned business currently shouldered by large state-run
banks should be transferred to the government bank.

The specific mission of government banks, besides the
business currently shouldered by the few large state-run
banks that cannot take into account profit and loss and
must be under the government’s direct management and
control, should include the ordinary banking business
currently carried out by the Central Bank, such as loans
for special projects, part of the credit business currently
managed by financial departments, and business cur-
rently handled by lower levels of the Central Bank that
must be maintained.

By reorganizing the lower levels of the People’s Bank, the
government bank will change the lower two branch levels
of the People’s Bank into the lower levels of the govern-
ment bank, and will also select some of the cadres from
the People’s Bank main office and branches to form the
government bank’s provincial, municipal and regional
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branches and main office. If the government bank does
not become commercialized, and if it falls under. the
jurisdiction of the State Council and the Central Bank,
its business activity can enter the market but will not rely
on market regulation and will still develop according to
state plans or state directives.

The Central Bank would thus no longer handle specific
banking matters or take profit into account, and the
branches below the second level would be separated and
formed into branches based on province, region, city or
economic zone, so that the Central Bank would be
standardized and independent. At the same time, by
taking this approach, the finance system can become
more market-oriented and all the financial organizations
(with the exception of the government bank) can enter
the market. The Central Bank can thus adapt to the
needs of the market economy, and use economic
methods to effectively implement macroeconomic regu-
lation.

The government must directly manage and control, and
must not consider banking matters relating to profit and
loss. For example, loans for purchasing staple agricul-
tural by-products yield certain significant social benefits;
its own benefits are not great, because the loan might go
to an enterprise that may operate at a loss. If it were
handled by a specialized bank, the results would be
better. :

In particular, the few large state banks can enter the
market with little burden, and can compete as equals
with the other domestic financial organizations and large
international banks. They can make themselves into
modern, extremely vital, internationally first-rate large
banks and thus also push China’s entire banking system
toward even faster progress and become mighty pillars of
the socialist market economy.

It is worthwhile to consider establishing a few more
nationwide joint-stock banks when the government bank
is being established, to further promote competition,
advance the rapid transformation of management mech-
anisms in large state banks, and strengthen the vitality of
China’s financial institutions. This would enable cities,
rural areas, foreign exchange and other spheres to
become powerful and equal competitors. More financial
institutions should be established and such methods as
regulating taxes or interest should be employed to elim-
inate monopolistic profits and enable joint-stock banks
to become standardized and conditional bank stock to
enter the secondary markets.

Two, change some bank loans to bank investment.

At present, a sizeable portion of loans from the few large
state banks can never be collected. Some of these uncol-
lectible loans are bad debts whose collateral no longer
exists, and they are only on the account books because
the false entries have not yet been audited. Even if the
losses are reported, financial departments cannot pos-
sibly allocate funds to repay these debts, and can only
charge them against corresponding funds and bank loans
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of their own. There are plenty of enterprises that were
originally going to seek their own minimum funding
needs, but because they didn’t have the funding them-
selves, made up the difference with bank loans. As long
as the enterprise still exists, this portion of the funding
must be used and cannot be returned to the bank.

There are no accurate statistics on just what percentage
of the loans cannot be repaid. Some estimate that the
total is at least 40 percent. Since this is a burden on
enterprises, it is also a burden on banks. State-run
enterprises not only bear the responsibility of repaying
these loans to the bank, they must also pay interest.
Entering the market bearing this burden and competing
with private enterprises, the private sector and foreign-
owned ‘enterprises that have very few debts, from the
standpoint of state-owned banks with such a large pro-
portion of loans that cannot be recouped, it is naturally
a burden to face the prospect of writing them off. If they
do not solve this problem, they cannot enter the market
with a light burden and compete on equal footing with
the other financial institutions.

Might we consider using the following methods to solve
this problem: 1. Take the loans granted to state-owned
enterprises that are to become joint-stock enterprises,
and change them into bank investment in the enter-
prises, that is change the appropriate debt vouchers for
stock and change the responsible persons at the bank into
stockholders, who will participate in the management
and supervision of the enterprise. 2. Take the loans to
enterprises that are not yet qualified but may become
joint-stock enterprises in the future, and change them
into transferrable bonds, that is first change them into
enterprise bonds, and later change them to stocks when
the joint-stock system is implemented. 3. Take the loans
to enterprises that cannot become joint-stock enter-
prises, and change them into low-interest, long-term
enterprise bonds with periodic repayment, so that each
year the enterprises can take out a portion of their
retained profits or use some other method to raise funds
and gradually repay the money. 4. If the borrower no
longer exists or if no one is responsible for repaying the
loan, the amount should be verified and the bank should
simply write off the loss. :

In this way, both banks and enterprises can enter the
market with little burden.

Three, accelerate development of the financial market
system.

After the large state-owned banks enter the market, all of
China’s finance industry activity, with the exception of
the business handled by the government bank, will have
entered the market and will operate according to market
principles and the law of value.

While actively trying out the joint-stock system, special
attention should be paid to expanding and regulating the
exchange of stocks. The stock market currently has quite
a few problems that should be quickly resolved, and one
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important point will be to research and establish equi-
table methods of setting starting stock prices. Stock
prices set according to such methods should basically
reflect the enterprise’s asset situation and earning power,
so that under normal conditions, buyers can earn more
than the rate of interest on a bank savings account and a
relatively high dividend. It is all right for certain enter-
prises that have developed very quickly or who have very
high profits to issue more dividends. However, the
situation of earning several times or even tens of times
the original amount must be changed.

The stock market is currently bearish, and stock prices
are falling drastically, but some stock prices are still tens
of times greater than their original starting price. With
such huge profits from stocks bought at their original
price, how can a buying rush be avoided, and how can
qualified but lawless people be prevented from going
through the back door to buy stocks? Setting manage-
ment practices, legislation and other work is very impor-
tant, and must be emphasized; but if the problem of
equitable setting of original stock prices is not solved
first, even if there is a system of regulations, the current
chaotic issuing situation and its accompanying problems
cannot be overcome. The most important thing is, if the
problem of equitable originating stock prices is not
solved, those who buy the original stock will earn exces-
sive profit, which will lead to polarization and will
undoubtedly cause the people to misunderstand the
joint-stock system, and which will be harmful to the
trying out of the joint-stock system and the development
of the stock market.

Four, open up exchange rates to pave the way and better
enter the international financial market.

Open up exchange rates, not only because foreign
exchange is a type of commodity and needs to be
exchanged on the market, but also because this can lead
to more unimpeded foreign economic exchanges for
China. At present, China has the basic conditions for
opening up exchange rates. These conditions are:
China’s current foreign exchange list prices are very close
to foreign exchange market prices. Opening up exchange
rates will not cause great impact. China’s foreign
exchange reserves are currently rather large, to the extent
that if there is some impact that strikes at foreign
exchange, it can be withstood. The most significant point
is that even from the standpoint of foreign exchange
supply and demand, China’s current foreign exchange
list price has raised the valuation of the renminbi and
has thus caused the market exchange rates to be higher
than the state list price. But from the standpoint of parity
of purchasing power, the renminbi has been undervalued
against foreign exchange, and many sources have shown
that the purchasing power of one yuan of renminbi is
roughly equal to the purchasing power of one U.S. dollar.
Such high purchasing power of the renminbi can funda-
mentally ensure that after the renminbi exchange rate is
opened up, it will not be greatly devalued as a result. On
the contrary, after complete opening up, the renminbi
exchange rate may grow from the foundation of the
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current list price, so that one yuan of renminbi can be
converted to even more foreign exchange. To be safer,
we can observe for a period, and if these conditions have
come together and have shown development, then the
renminbi exchange rate can be opened up.

While this is going on, regulations that prohibit renminbi
from leaving the country should be eliminated, allowing
renminbi to enter the international market. In recent
years, some areas have started to use renminbi in border
trade, renminbi has already left the country, and in some
countries it is held in very high regard. In reality, the
regulations that prohibit renminbi from leaving the
country have already been breached. Experience has
shown that there are the following benefits to renminbi
leaving the country: 1. The amount of renminbi leaving
the country is equal to the amount of funds being raised
cost- free from the international market. If we spend a
great deal to use foreign exchange, why can’t we use the
approach of having renminbi leave the country to raise
some funds? 2. It will make China’s foreign trade and
other international economic dealings easier, especially
border trade. In the past, we have suffered losses because
we have inappropriately used currency in our interna-
tional economic dealings, so if we use renminbi, the
currency we have the most confidence in and are most
familiar with, it will definitely be more convenient and
safer for international trade or other foreign economic
dealings. 3. The ability to raise China’s international
stature, allow renminbi to leave the country and have the
renminbi become an international currency will sym-
bolize growth in China’s political and economic stature.
We must not abandon such a strategic economic measure
as allowing renminbi to leave the country just because
there is a bit of risk. o

Five, change bank mechanisms for macroeconomic
regulation. - o

After the socialist market economy is established, the
role of banks in macroeconomic regulation will become
greater. Fair competition and equal exchange are char-
acteristics of a market economy. Commodity exchange
must go through the medium of currency. In reality,
commodity exchange is first manifested as an exchange
of commodities and currency. Banks can carry out
macroeconomic adjustment most effectively by
increasing and decreasing loans and expanding and
contracting the currency supply. If bank loans and the
currency supply contract, then production, construction
and the size of the market will naturally contract; if bank
loans and the currency supply expand, then production,
construction and the size of the market will expand.

Banks must carry out macroeconomic adjustment to the
extent that they effectively control and help enliven
microeconomics and the development of the socialist
market economy. This must ‘involve implementing
adjustments to the current directive-based planning or
so-called regulations on scope and quotas, and change to
a basic mechanism that uses economic means. After
implementing the above reform measures, with the
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exception of the government bank’s business, the Central
Bank’s funding needs from financial institutions (includ-
ing all of the large state-run banks) will have the condi-
tions for regulation through economic means. Because
all financial institutions will be commercialized, making
increased profit the primary goal of business activity and -
using economic means to implement regulation will
certainly be more effective than the current administra-
tive means of implementing regulation. In other words,
allowing large state-run banks to commercialize and
enter the market not only will not diminish macroeco-
nomic regulation, but can strengthen it. ' '

Of course, this approach can only happen after the
government bank is established, after all of the large
state-run banks become commercialized, and after the
entire socialist market economy is basically established,
not now. o

Controlling the scope of bank loans is not an ideal
approach, but it is an interim approach while economic
regulation has not yet achieved the projected results. In
other words, it is “a way when there is no other way.”
However, the conditions do not yet exist to eliminate
this method of control. Under the current situation of
very vigorous construction but an absence of self-
restricting mechanisms in the area of funding needs, if
the method of controlling the scope is abandoned, it will
mean relinquishing control and the currency supply will
increase, which may lead to inflation. :

Shanghai Specialized Banks To Become
Commercial Banks ' ,

HK2202051493 Beijing ZHONGGUO XINWEN SHE
in Chinese 1500 GMT 14 Feb 93 : L

[Report by correspondents Ren Xiaobing (0117 2556
0393) and Ying Junhui (2019 0193 1920): “Three Spe-
cialized Banks in Shanghai Begin Preparations for
Transforming Themselves Into State-Owned Commer-
cial Banks™] - - ' S ‘

[Text] Shanghai, 14 Feb (ZHONGGUO XINWEN
SHE)—The specialized state banks in Shanghai are going
to gradually become state-owned commercial banks.
This is the message that has been given by the work
meetings successively held by the Shanghai branches of
the Bank of China, the Construction Bank, and the
Industrial and Commercial Bank. L

As the Shanghai economy has been continuously growing
at a high rate this year, various banks, while making great
efforts to absorb deposits, have to control loans
according to the plans, lower loan risks, and raise the
proportion of secured loans. The Bank of China in
Shanghai allocated 100 million yuan as a special fund for
offering loans to projects in Pudong. The responsible
official of the headquarters of the Bank of China will also
lead a delegation of the Bank of China Group in Hong
Kong and Macao to visit Shanghai, and they will discuss
ways to support construction projects in Pudong on a
larger scale with the Shanghai municipal leaders. The
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Construction Bank in Shanghai will continue to offer 6
billion yuan of loans and other forms of financial sup-
port to the inner belt way project, the second-phase Bund
transformation project, the Yangpu Bridge project, the
Waigaoqiao Power Plant project in Pudong, and the
harbor construction project.. This bank will also offer a
foreign currency loan amounting to more than $170
million to the third-phase construction project in the
Baoshan Iron and Steel complex. The Shanghai Indus-
trial and Commercial Bank planned to make loans
totalling 9 billion yuan this year, and most of the loans
will be offered to technological transformation, tech-
nology development, commercial facilities construction
projects and to the industries adopting high and new
technology. These banks will adopt the assets and risks
management methods commonly adopted in the world
on a trial basis. They will reduce the proportion of
unsecured loans and will gradually increase secured and
mortgage loans. Small and medium enterprises and even
individually run businesses that have good business
results and liquidity can obtain secured loans from the
Industrial and Commercial Bank. The bank will also
speed up the process of setting up loan guarantee funds
for industries with higher risks.

The banks also attach great importance to breaking new
ground in international finance. The Bank of China,
which has specialized in foreign currency dealings and
finances related to foreign trade, will continue to arrange
the proper use of the $240 million foreign government
loans and will particularly strengthen cooperation with
the Bank of China Group in Hong Kong and Macao and
with overseas banks. The Shanghai Construction Bank
will actively involve itself in loan business transferred
from the World Bank and has embarked on setting up
joint ventures with foreign banks. The Shanghai Indus-
trial and Commercial Bank has also undertaken loans
transferred from the World Bank and the Asian Devel-
opment Bank. ,

Shanghai’s economic development has set forth new
requirements for financial services, and the overlapping
of various banks’ business activities has also intensified
competition between banks. This year, various banks
will make greater efforts to diversify their assets and will
involve themselves in business fields such as trust and
investment, real estate, securities, and information and
consulting services in an effort to adapt themselves to the
new situation. The Shanghai Bank of China is preparing
to found a credit card company, an insurance company,
and an airplane leasing company. The Construction
Bank is preparing to found an insurance company and a
joint foundation company. Modern operation and ser-
vice means will be adopted more extensively. The Con-
struction Bank is preparing the founding of a computer
company in Pudong. ’ _

Banks are transforming their internal operational mech-
anisms in light of the requirements of enterprise opera-
tions. The settling, bookkeeping, and accounting systems
and the employee income distribution system will be
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reformed. The credit-line management system will grad-
ually be replaced with the loan proportion management
system. Thus, various banks will gradually achieve the
reform target of “operating on their own, undertaking
business risks on their own, exercising self-control,
bearing responsibility for their own profits and losses,
and engaging in self-development.”

TRANSPORTATION

Construction of Beijing-Kowloon Railway Begins

OW2002120493 Beijing XINHUA in English
1109 GMT 20 Feb 93

[Text] Beijing, February 20 (XINHUA)—China today
formerly started construction on the Beijing-Kowloon
railway, the longest railroad requiring the largest invest-
ment ever attempted in China.

The government plans to complete the 2,370-
kilometer-long Beijing-Shenzhen section of the railway
in 1995 and complete the final Shenzhen-Kowloon sec-
tion after sovereignty over Hong Kong reverts to China
in 1997. -

Construction on the railway, with a total investment of
21 billion yuan (some 3.62 billion U.S. dollars), followed
today’s founding of the Beijing-Kowloon railway con-
struction headquarters of the State Council.

The railway is to run between the Beijing-Shanghai
railway and the Beijing-Guangzhou railway, and will
cross nine provinces and municipalities, including
Anhui and Jiangxi Provinces.

It will also connect several major East-West railway
lines, which include the Beijing-Baotou railway and
Beijing-Qinhuangdao railway in the North, the Lianyun-
gang-Lanzhou railway in central China and the Hang-
zhou-Zhuzhou railway in the southeastern China.

Experts say construction of the railway will greatly ease
congestion in North-South transportation, quicken the
opening to the outside world of the coastal regions and
East China, speed up the development of mountainous
areas along the railway, and help maintain the prosperity
and stability of the Hong Kong-Macao region.

The railway will also run across various rivers, including
the Yellow River and the Yangtze, and vast moun-
tainous regions. Five extensive bridges and two tunnels
at least three kilometers long will also be built. The
amount of work involved is unprecedented.

The central government will provide the major part of
the total investment for the construction. The remainder
will be provided by the concerned local provinces, as
part of the government’s ongoing drive to decentralize
transportation construction and financing.
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Hubei Plans To Build Expressways Over Three
Years

HK2002074093 Wuhan Hubei People’s Radio Network
in Mandarin 1000 GMT 13 Feb 93

[Text] Outlines for the high-grade highways the province
plans to build from 1993 to 1995 have been drawn up, of
which four first-grade auto highways will be built within
this period with a total length of 819 km, comprising the
Hankou-Laohekou expressway, the Xinguang first-grade
auto highway, the (Huashi)-(Huamen) first-grade auto
highway, and the river section of the (Yihuang) highway.
First-grade highways to be built at the same time com-
prise the Xiangfan-Shashi, Wuhan-Huangzhou, Hesh-
engqiao-Xianning, and (Xiezidun)-(Xiaoshikou) - high-
ways, with a total length of 339 km. Moreover,
construction projects matching and supporting these
high-grade highways include the (Jinsha) section of the
Changjiang Bridge, the Yichang section of the
Changjiang Bridge, the three Wuhan sections of the
Changjiang Bridge, the Yuekou section of the Hanjiang
Bridge, the Hanjiang section of the Hanjiang Bridge, the
Caidian section of the Hanjiang Bridge, and the (San-
jiangkou) section of the Hanjiang Bridge.

Passenger Trains’ Quality, Spéed To Increase

93CE0264A Beijing JINGJI CANKAO BAO in Chinese
24 Dec 92 p 1

[Report by reporter Yao Jun (1202 6511): “China Will
Speed Up Train Operations™]

[Text] According to information obtained from the Min-
istry of Railways, beginning 1 April 1993, the ministry
will speed up all train operations to meet the require-
ments of fast economic development. At that time, more
passenger and freight trains will be put into operation,
and the average train speed will be increased. New
schedules have been worked out for this purpose.

According to the new passenger train schedule, 1,084.5
pairs of trains will run on the nation’s railways beginning
1 April next year. This exceeds the present number by 32
pairs. Among the additional trains, nine pairs are special
expresses running on lines under different railway
bureaus, and 28 pairs are through passenger expresses.
Of the additional special express pairs, one pair is a
nonstop special express train between Beijing and
Guangzhou; the other eight pairs are special expresses
converted from current through-express pairs. Twenty-
two pairs of regular through trains will be converted into
through express. Fourteen pairs of passenger through
trains will change their departure and destination points.
To improve the accomodations for long-distance passen-
gers, the new schedule will have a pair of all-sleeping-car
through special expresses on each of the three trunk lines
between Beijing and Shenyang, Beijing and Shanghai,
Beijing and Guangzhou. In addition,. there will be 19
pairs of tourist trains to meet the sightseeing needs of
Chinese and foreign tourists. Inter-bureau special
expresses will have an average speed of 61.2 km per

ECONOMIC 21

hour, or 5.4 km per hour faster than this year’s speed.
The quickest trains in the country, the Beijing-Shanghai
nonstop special express will have an average speed of
83.6 km per hour. The running time will be shortened
remarkably for special expresses from Beijing to Fuzhou,
Shenyang, Harbin, Guangzhou, Chongqing, and
Urumgqi.

With regard to freight transportation, the new schedule
will have an additional 553 pairs of freight trains in
operation. Of them, 35 pairs are scheduled through
trains. The average speed of freight trains will exceed 30
km per hour. Another major change in freight transpor-
tation is the adjustment of the locomotive models used
for eight key sections of the nation’s railways, making it
possible to increase the load carried by the trains. The
maximum haulage of an inter-bureau freight train run-
ning ‘on four trunk lines, namely, the Beijing-
Shanhaiguan, Beijing-Shanghai, and Beijing-Guangzhou
lines and the central section of the Lanzhou-
Lianyungang line, will be raised to 4,000 tonnes. This
indicates that China’s railway freight transportation has
begun to develop toward heavy-weight haulage.

AGRICULTURE

Further Reform of Grain Circulation, Prices
Advocated

93CE02404 Beijing'CAIMAO JINGJI [FINANCE AND
TRADE ECONOMICS] in Chinese No 11, 11 Nov 92
pp 43-48

[Article by Wen Guifang (3306 2710 5364), Finance and
Trade Economic Research Institute, Chinese Academy
of Social Sciences: “Intensification of Grain Circulation
and Price Reform in Accordance With the Needs of a
Socialist Market Economy’’}

[Text] 1. Current Grain Circulation and Price System
Fails To Meet Needs for Development of Market
Economy

First of all, grain is not truly or completely regarded
conceptually as a commodity, but is controlled as a
“special” commodity. Both the procurement price and
the amount of procurement are directed in the imple-
mentation of policy. In their role as producers, the
peasants have lost all decision making authority in these
regards. Administratively, grain is regarded as a “major
welfare” commodity supplied to city and town residents
for which a low price policy has been in effect for a long
time. Not only does this abet enormous waste in grain
consumption, but it also suppresses a rise in procure-
ment prices as well as distorts the equal position in
commodity exchange of peasants as producers and city
and town residents as consumers.

Second, in the reform process, grain reform has not been
coordinated with reform of other agricultural products.
Today, prices of an overwhelming majority of agricul-
tural products have been decontrolled and are left to
market regulation, but a small number of agricultural
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products such as grain continue to be regulated mostly by
plan. The result is that grain cannot compete in the
market on an equal footing with other agricultural prod-
ucts, and thus it is at a disadvantage.

Finally, numerous problems exist with regard to circula-
tion, both in the procurement and marketing system, and
in the administration and management system.

In the procurement system, after the institution of the
family output-related contract responsibility system, the
peasants have the right to make up their own minds
about production, but by no means do they have full
decision making authority about sales. The conflict
between autonomous production and monopoly pro-
curement is extremely pronounced. Prices play an ever
increasing role in guiding peasant production, but plan
procurement prices are too low, and the market price
frequently fluctuates. This makes it difficult for the
peasants to obtain accurate price information, which is
the main reason for the cyclical fluctuations in grain
production. Under the financial system of dividing rev-
enues and expenditures between the central and local
governments and holding each responsible for balancing
its own budget, conflict exists between command style
procurement, marketing, allocation, and the government
financial contracting system. Because of their separate
interests, regions also set up barriers thereby miming
without completely killing each other (the peasants not
fulfilling their sales quotas according to contract).

Despite various efforts at reform of centralized procure-
ment and marketing in the sale of grain, the result is that
fixed procurement has changed to command style con-
tracts; commissioned agent procurement has turned into
assigned procurement at an additional price; and free
purchases and sales have shriveled as a result of the mark
up at every level, or else they have been entirely choked
off by the local barriers one area has set up against
another. ’

In the organization of circulation, unified standards are
lacking. The degree of risk in grain circulation and prices
are very great. Once fairly large fluctuations occur in
supply and demand, a difficulty buying and difficulty
selling phenomenon recurs in which grain cannot be
bought, kept, or shipped (when grain is plentiful, it
cannot be shipped; when it is scarce, it may not be
touched), and conflicts between one region and another
remain unresolved.

2. Need To Hasten the Pace of Grain Administration and
Price Reform in View of the Need To Develop a Market
Economy :

After more than a decade of reform, prices of most
agricultural products are decontrolled and regulated by
the market now, but grain remains under strict control of
the state plan. Statistics show that 52.2 percent of all
agricultural products that peasants sold in 1990 were
market controlled, but that approximately 32 percent of
grain remains under state plan procurement and plan
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pricing today, and that the peasants directly sold to
markets only approximately 10 percent.

In the sale of grain, the percentage that the state sells at
a fixed price remains relatively large. Neither grain
producers nor grain dealers are anywhere near com-
pleting the change to a position as commodity producers
and dealers. Consequently, the clamor for decontrol of
the grain administration and pricing system, allowing
producers and dealers to become truly and fully com-
modity producers and dealers, is becoming louder and
louder. Commercialization of grain production and
leaving grain dealings and pricing to the market is
imperative. The necessity is as follows: :

First, the commercialization of grain production, leaving
dealings and pricing to the market is an objective
requirement in the development of a socialist market
economy.

Three things are necessary for the development of a
socialist market economy. First is putting all production
and administrative activities in the commodity economy
so that they are consistent with the objective laws of a
commodity economy. Second is applying and improving
the role of the market mechanism. Third is the fostering
of markets for the building of a unified market system.
Judged in these terms, China’s grain production and
dealings at the present stage is still a very long way from
meeting requirements for development of a socialist
market economy. On the one hand, a considerable gap
still remains in changing the price formation mecha-
nism, in the procurement and marketing system, and in
the fostering of the market system, as well as in the grain
enterprise administration and control system. On the
other hand, after more than a decade of reform, very
great changes have taken place in some of the economic
environment and requirements on which grain circula-
tion and price movements depend: First, the advent of
the family output-related contract responsibility system,
which marked the peasants emergence as relatively inde-
pendent commodity producers and dealers requires that
commodity exchange be done in accordance with the
principle of equal value. Second is the consecutive year
bumper harvests, in China, the ample reserves, and the
stability of prices, plus advances in building markets, all
of which lay a definite material foundation for the
commercialization of grain production, and the leaving
of grain dealings and prices to the market. Third, to a
large extent, China’s industry has the economic basis and
the energy needed for its own development. The time of
reliance on agriculture to supply accumulations for the
development of industry should be brought to a close.
The narrowing of the “price scissors™ should be used to
enhance agriculture’s own accumulations mechanism in
order to accelerate the development of agriculture.
Fourth, some fairly large steps are about to be taken in
urban economic reform and the degree of opening to the
outside world will also widen. Specifically, China’s
GATT position is about to be recovered, bringing an
improvement in ties with international markets. All of
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the foregoing necessitates an acceleration of grain circu-
lation and price reform, grain dealings and prices being
decontrolled as quickly as possible. As an important
commodity having a bearing on the national economy,
grain plays a crucial role in development of the agricul-
tural commodity economy. Unless grain production is
commercialized, and grain dealings and prices are left to
the market, the commercialization of agricultural pro-
duction and the leaving of agricultural product dealings
and prices to the market will not be finally possible.

Second, a matter of even greater importance resulting
from the decontrol of grain dealings and prices is that
grain producers will be able to participate in market
competition as autonomous commodity producers and
operators in a change from their longstanding distorted
condition in commodity economy activities. Despite the
very great changes that have taken place in the status of
peasants as commodity producers as a result of 13 years
of reform, the status of peasants as grain producers has
not fundamentally changed. By comparison with other
agricultural product producers, their decision making
authority is relatively small. This is particularly the case
regarding prices. Someone estimated that the state fixed
procurement price for grain today is about 30 percent
lower than its value. (Footnote 1) (See Xia Yongxiang
[1115 3057 4382] “The Price Problem Is the Main
Factor Limiting Development of China’s Grain Produc-
tion,” ZHONGGUO NONGCUN JINGJI [CHINA’S
RURAL ECONOMY] No 11, 1991.) Because of the too
low grain price, prices of the agricultural means of
production rise more rapidly than the price of grain. The
widening of the price scissors and the decline of peasant
income in recent years has created an abnormal situation
of reduced earnings from increased grain production. If
this continues, a new round of faltering in production
will be difficult to avoid. Ensuring steady and sustained
increase in grain production requires not only increasing
the plan procurement price for grain, but even more
importantly, decontrolling prices once the conditions
exist to do so.

Third, decontrol of grain administration and prices also
has the following positive roles. First, it can rectify the
distorted prices and the attendant price parities, making
the agricultural price structure more rational. Second, it
helps promote a readjustment of the agricultural produc-
tion structure. Decontrol of grain administration and
prices will result, as is the case for other products, in
decisions and choices based on market testing as to
whether they meet social needs; price changes will guide
producers to produce in accordance with market
demand, thereby finally bringing about a readjustment
of the production structure. The reality is that conflicts
between grain supply and demand of a structural nature
are fairly prominent today, and this results from the low
degree to which production is commercialized and grain
dealings and prices are left to the market. Currently an
overwhelming majority of the grain sold at parity prices
comes from fixed contract procurement. Grain growing
peasants have no authority to set the prices of this
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portion of grain; they are powerless to change its low
price. However, they do have the right to decide what
they will grow. They can meet fixed procurement quotas
by growing many grain varieties that produce high yields
but poor quality. Although the state holds the power to
set prices and the amount of fixed procurement, it
cannot control what the peasants can and cannot grow. It
can only purchase whatever the peasants have to offer.
Virtually all of the grain varieties covered by fixed
contract procurement quotas are of poor quality. In
Guangdong Province, where grain dealings and prices
have been decontrolled, guided by the market, peasants
are moving toward a “high yield, premium quality,
highly efficient” kind of agriculture, the area sown to
long grain nonglutinous rice having increased by more
than 4 million mu since decontrol. The role of prices in
changing the make-up of grain production has begun to
appear. In places where grain dealings and prices have
not been decontrolled, however, changing the make-up
of agricultural production is very difficult. In Zhejiang
Province, for example, 4 billion kilograms of early crop
short grain rice was stored in granaries in 1991, two-
thirds of it an over supply that could not be sold, yet the
peasants continued to grow it. (Footnote 2) (See
NONGCUN JINGJI YANJIU CANKAO [RURAL
ECONOMIC RESEARCH REFERENCE] No 11, 1992.)
Third, it helps reduce fiscal subsidies. In 1991, state
financial subsidization of grain prices and grain enter-
prise administrative expenses amounted to nearly 50
billion yuan. In 1992, after another rise in the sale price
resulting from sales at the procurement price, a subsidy
of 0.40 yuan per kilogram of grain sold was still required.
The fiscal burden continued very heavy. By decontrol-
ling grain dealings and prices, such government subsides
would be greatly lightened. Fourth, it helps invigorate
state-owned grain enterprises. One of the main reasons
that state-owned grain enterprises are not doing a lively
business and returns are low today is the longstanding
inversion between grain procurement and sale prices.
The state is unable to subsidize fully and in a timely
fashion operating losses stemming from policies, thereby
causing a year-by-year increase in the charging of enter-
prise subsidies to account. In 1991, cumulative charges
to account totaled more than 40 billion yuan, and the use
of this money for a year alone required the payment of
more than 3 billion yuan in interest. Only the decontrol
of grain dealings and prices, allowing enterprises truly to
become independent and self-reliant commodity pro-
ducers responsible for their own profits and losses, and
that develop themselves and impose limits on them-
selves can solve this state of affairs.

3. Feasibility of Decontrolling Grain Dealings and Prices
by the End of the Eighth Five-Year Plan

(1) Meaning of Decontrol

Before discussing the feasibility of decontrolling grain
dealings and prices before the end of the Eighth Five-
Year Plan, the meaning of “decontrol” must be defined.
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1. So-called decontrol includes decontrol of both deal-
ings and prices. Decontrol of dealings means demol-
ishing the monopoly position of state-owned grain enter-
prises over grain dealings for a pluralization of grain
circulation channels and operating entities. Also needed
is reform of state cooperative grain enterprises to enable
them better to play a role as main entities in grain
circulation. In addition, while decontrolling dealings, the
state must continue to maintain a firm grip on wholesale
operations in order to be in position to regulate and
control market price stability.

Decontrol of prices means discontinuance of state price
fixing, allowing prices to be formed through market
dealings. This is important in making grain producers
and dealers truly become commodity producers and
dealers and main interest entities. Once prices have been
decontrolled, so long as the state and the peasants truly
practice exchange of equal value so as to assure that the
state has a steady supply of a certain amount of grain at
its disposal, fixed contract procurement from peasants
may continue.

2. Decontrol does not at all mean that the state or
government washes its hands of grain production or
dealings. For the state or government, it means removal
of direct state or government microeconomic control
over the shaping of prices, returning to grain producers
and dealers the authority to make their own grain
production and administrative decisions (including
price authority) for better use of the role of the market
mechanism. However, since grain production and deal-
ings hold an extremely important position and role in the
national economy, once circulation and prices have been
decontrolled, regulation entirely by market forces fre-
quently opens the way to fairly large fluctuations that
hurt the national economy, the people’s livelihood, and
grain production, thereby necessitating state macroeco-
nomic guidance and regulation. This means a continuing
need for indirect regulation, contro! and guidance of
grain production and circulation using economic, legal,
and administrative measures, and exercising needed
control over market trading activity.

(2) Analysis of the Feasibility of Grain Dealing and Price
Decontrol by the End of the Eighth Five-Year Plan

Decontrol of grain prices by the end of the Eighth
Five-Year Plan will not be determined by subjective
desires but by the existence of conditions for decontrol.
Decontrol of grain prices will depend on the supply and
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demand situation, the tolerance of city and town resi-
dents, the extent to which markets are developed, and
state macroeconomic regulation and control capabilities.
Space limitations permit only a little analysis of the
supply and demand situation, the tolerance of city and
town residents, and state macroeconomic regulation and
control capabilities.

1. The Grain Supply and Demand Situation

Generally speaking, little leeway exists between supply
and demand, but prospects for improvement during the
1990’s are very good. During the 39 years from 1950 to
1988, China had a balance between grain production and
marketing approximately one-third of the time, and a
shortfall approximately two-thirds of the time. In most
years, it depended on imports or other means (such as
dipping into reserves) to remedy the shortfall. However,
since the beginning of the 1990’s, bumper harvests have
been brought in for two years in a row. Not only is the
supply and demand for grain in balance, but a slight
surplus exists for a new situation in which supply
exceeds demand.

First, since 1989, supply has been greater than demand
for three consecutive years. See Table 1 for particulars:

Table 1. Unit: 10,000 Tons

Year 1989 1990 1991
Annual 40,755 44,624 43,524
Output

Domestic 40,278 41,513 42,342 (esti-
Demand mated)

Second, marked improvement has also occurred in the
regional imbalance between production and sales. The
number of provinces in which supply was greater than
demand fell from one-half in 1989 to only one-third in
1990. Furthermore, a trend toward greater emphasis on
grain in a quest for self-sufficiency is taking place in
some grain-importing areas. Judged in economic terms,
these methods may not be entirely rational, however,
given a situation of poorly developed markets and
impediments to circulation, they play a positive role in
balancing supply and demand.

Third is ample grain reserves, which exceed normal
bounds to a substantial degree. Please see Table 2 for
particulars:

Table 2. China’s Grain Reserves Unit: 10,000 Tons

Year 1986 1987 1988 1989 1990
Year-end Reserve 33,599 36,309 37,956 41,701 49,091
Number of Months 9.8 10.6 11.1 124 14.2

Supply at Current
Year Consumption

Source of Above Data: Pertinent data from State Statistical Bureau
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Estimates of the State Statistical Bureau unit concerned
call for a continued balance or a surplus in total supply
and demand in China for the next 10 years. On the
supply side, the cultivated land area has decreased by
more an average more than 330,000 hectares per year
since 1980, but the reclamation of barren land suitable
for agriculture, and increase in the multiple cropping
index have made up for part of the decrease in cultivated
land, thereby maintaining the average level of the Sev-
enth Five-Year Plan. On the one hand, more has been
done to improve the more than two-thirds of this land
that produces intermediate or low yields (two-thirds of
the current 95.333 million hectares of cultivated land is

intermediate and low yield fields producing less than °

2,625 kilograms of grain per hectare. If improvement can
raise the yield to 3,900 kilograms per hectare, that will
increase grain output by more than 120 billion kilo-
grams). On the other hand, the vigorous spread of
science and technology can maintain the speed of
increase in grain yields at the level of the Seventh
Five-Year Plan (an average annual increase of 1.6 per-
cent). Thus, there are two possible trends for grain
production during the next decade: One is an optimistic
estimate, i.e., maintenance of the grain growing area at
the average level of the 1980’s (an average of 112 million
hectares per year), and maintaining yield increases at the
average speed of the Seventh Five-Year Plan (an average
1.6 percent per year). An alternative estimate envisions
some leeway, i.e., the grain growing area remaining at the
average level during the Seventh Five-Year Plan (an
average 111 million hectares), and yields increasing by
1.4 percent per year. That would mean a possible grain
output of between 470 million and 477 million tons
during the Eighth Five-Year Plan, and between 500
million and 520 million tons in 2000.

On the demand side, not counting exports, the amount
of demand for grain will depend mostly on total popu-
lation -and per capita grain consumption. This may be
figured two ways: One is that for the next 10 years grain
consumption will remain at the average level of the
1980s (a 1.48 percent natural rate of population increase,
per capita grain consumption increasing 1.5 percent per
year as calculated by the accumulation method). Alter-
natively is an average annual 0.5 percent increase above
the average annual consumption level for the 1980s, the
natural rate of population increase remaining at the
1.439 percent level of 1990, China’s grain consumption
reaching between 450 million and 460 million tons by
the end of the Eighth Five-Year Plan, and between 480
million and 510 million tons by 2000.

In addition, development of animal husbandry and the
aquatic products industry can increase the supply of
livestock products and aquatic products thereby
decreasing demand for grain. Prospects are also bright in
this regard. (Footnote 3) (See Min Yaoliang [7036 5069
5328] “Intensify Rural Reform and Do More To
Develop Reserve Strength To Ensure That Agriculture
Takes a New Step Upward,” JINGJI YANIJIU
CANKAO [ECONOMIC RESEARCH REFERENCE]
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No 1, 1992.) On the basis of the foregoing analytical
forecast, one should say that achievement of the overall
balance between supply and demand of at least the
Eighth Five-Year Plan will not be a problem during the
next decade.

.2. The Tolerance of City and Town Residents

I believe that city and town residents will be able to
tolerate decontrol of grain prices so long as balance
between grain supply and demand can be substantially
maintained:

(1) Since the late 1980s, with the solving of the problem
of sufficient food and clothing for the populace, city and
town resident grain consumption has entered a period of
relative stability (the direct amount of grain consump-
tion per capita calculated by the accumulation method
increasing at 3 percent per year between 1980 and 1985,
and falling by 0.9 percent per year between 1985 and
1990, direct grain consumption in 1990 falling to 280
kilograms per capita from the 290 kilograms of 1986).
Estimates called for gentle decline during the Eighth
Five-Year Plan. Furthermore, city and town residents
expenditures for directly consumed grain today are a
very small percentage of their income amounting to
approximately 6 percent. Once grain dealings and prices
have been decontrolled, thanks to the decline in con-
sumption, even should prices rise, the increase in expen-
ditures will not be too great.

(2) Urban and town resident tolerance is principally
economic tolerance, and economic tolerance is deter-
mined largely by the increase in city and town residents’
income. Statistics show not only that city and town
residents’ earnings increased tremendously during the
1984-1988 period of high speed development of the
national economy, but that city and town residents
gained substantial benefits during the three years of
improving the economic environment and rectifying the
economic order as well. In 1990, for example, city and
town residents’ actual per capita income used to meet
living expenses increased 5.2 percent over 1988. During
this same period, city and town resident’s savings
deposits increased by 323.3 billion yuan in an average 36
percent per year increase. In 1991, nationwide city and
town resident’s income for living expenses was 1,570
yuan per capita, up 13.2 percent over 1990. After
deducting price increases for daily necessities, the actual
increase was 7.7 percent. City and town residents’ sav-
ings exceeded 500 billion yuan. This shows a rise in city
and town resident’s ability to pay. The future institution
of wage reforms, and the building and normal operation
of the regular wage increase mechanism and the wage
compensation mechanism will provide powerful support
for the decontrol of grain dealings and prices.

(3) Actually, no longer do city and town residents pur-
chase their grain rations entirely from grain shops at the
parity price; the amount they purchase at a higher price
from markets is gradually rising. Following the reform
that made the procurement and sale price the same, in
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particular, the further narrowing of the difference
between parity price and market price has meant that
city and town residents buy more of their grain from
markets. An example is Hainan Province, which took the
lead in making procurement and sale prices identical,
where the amount of grain that the market regulated in
that same year increased from 36 to 56 percent of
consumption. Furthermore, following another increase
in the city and town resident grain supply on 1 April,
state-owned grain supply system sales volume declined
between 40 and 50 percent. It is estimated that future
sales volume will amount to only 70 percent of the
pre-price adjustment figure. In coastal areas today, vir-
tually 50 percent of grain sales are market-regulated, and
in some cases the amount is 70 to 80 percent. (Footnote
4) (See JINGJI RIBAO 6 July 92.) In addition, as of now
grain prices have been completely decontrolled in 228
counties in 13 provinces. (Footnote 5) (See JINGIJI
RIBAO 11 July 92.) This will lay a foundation and gain
experience for the decontrol of grain prices at the end of
the Eighth Five-Year Plan.

3. State Macroeconomic Regulation and Control Capa-
bilities

After the removal of direct administrative control over
grain circulation and prices, will the state (or govern-
ment) be able to regulate grain production and grain
dealings macroeconomically? Our reply to this is affir-
mative.

First, the state holds the macroeconomic means for
regulating and controlling the market. It can use the
regulation of funds and grain reserves and control over
wholesaling, having state grain regulatory agencies buy
and sell grain to regulate market supply and demand,
thereby maintaining balance in order to guard against
large ups and downs in market prices.

Second, the state can use command-style directives and
agreements with peasants to stabilize the grain growing
area, and it can employ protection prices to protect the
interests of grain producers for steady increase in the
supply of grain. ; :

Third, by increasing investment, the state can increase
the building of agricultural infrastructure, and increase
the reserve strength of agriculture and its ability to
withstand natural disasters; it can develop science and
technology to increase the grain labor productivity rate;
and it can strictly control expansion of land use for
nonagricultural purposes and encourage peasants to
reclaim wasteland to make fields in order to stabilize the
cultivated land area and promote increased grain output.

Furthermore, the country presently has a rather ample
source of grain that can be used as a material basis for
regulating and controlling markets. According to the
provisions of United Nations Food and Agriculture
Organization International Agreement on World Grain
Safety, which was passed in November 1974, the min-
imum world grain safety level should be between 17 and
18 percent of world annual consumption, i.e., the
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amount consumed in two months, and a country’s insur-
ance reserve of grain should be sufficient to supply grain
rations for between three and four months. At this rate,
figuring grain consumption at 400 billion kilograms for a
population of 1.1 billion, China’s minimum safe reserve
should be 72 million kilograms, and its insurance reserve
should be between 100 million and 130 million kilo-
grams. However, figured at 1,200 kilograms of com-
modity grain, the minimum safe reserve is only 22
billion kilograms, the insurance reserve is also only
between 30 billion and 40 billion kilograms. This means,
that by maintaining reserves on this scale, it will be
possible to ensure state needs for macroeconomic regu-
lation and control of the grain market. Actually, how-
ever, as Table 2 shows, China’s year end grain reserve
since 1986 has always been sufficient for between 10 and
14 months consumption (at the amount of consumption
for each year). Clearly, for the near future at least during
the Eighth Five-Year Plan, China has the material basis
for regulating and controlling the grain market.

The foregoing analysis alone shows that decontrol of
grain dealings and prices is feasible at the end of the
Eighth Five-Year Plan, or early on in the Eighth Five-
Year Plan.

4. Preparatory Work Required for Decontrol

To decontrol grain dealings and prices smoothly at the
end of the Eighth Five-Year Plan or the beginning of the
Ninth Five-Year Plan, preparations must begin now for
the commercialization of production and to make deal-
ings and prices responsive to the market.

First is continued increase in prices, decrease in procure-
ment, and curtailment of sales.

First, sales must be curtailed. On the basis of the current
actual level of city and town residents grain consumption
(statistics show a consumption of approximately 11
kilograms per person per month), the current 15 kilo-
grams per person per month ration can be reduced to
between 11 and 12 kilograms. Second, this figure may be
used as the basis for reducing the amount of fixed
procurement (between approximately 7.5 and 10 billion
kilograms), and expanding the scale of negotiated price
procurement and marketing. Finally is an increase in the
procurement price of fixed procurement grain and the
sale price of parity price grain. The foregoing measures
will eliminate the inversion between the amount of
procurement and sales at the end of the Eighth Five-Year
Plan or at the beginning of the Ninth Five-Year Plan to
bring the fixed contract procurement price in line with
the market price and making the sale price higher than
the procurement price. This is to be followed by negoti-
ated price procurement and sales and the elimination of
parity price fixed contract procurement and parity price
grain rations, simultaneously eliminating all direct state
subsidization of grain dealings.

Second is the fostering of markets for unimpeded grain
circulation.

Plans should be drawn up for the development of grain
markets on the basis of a summarization of experiences,
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nationwide and local grain wholesale markets built and
improved in a planned way that standardizes the busi-
ness activities of primary markets and country fair
markets. While gradually developing intermediate term
and long term grain trading, futures trading should also
be looked at with a view toward the preliminary building
of a level-by-level, nationwide grain market system cen-
tering around national wholesale markets within three to
four years. In addition, a grain procurement and mar-
keting, price information, and consulting services system
and attendant regulations should be built in the devel-
opment of contacts among markets of all kinds.

Third is the establishment of a macroeconomic regula-
tion and control system to improve the state’s macroeco-
nomic ability to regulate and control the grain market.

One is the establishment and perfection of a national
grain reserve system, a suitable grain reserve serving as
the principal means of macroeconomic regulation and
control of the grain market.

Two is the founding of a grain market regulation fund to
be used to subsidize storage costs for grain used for war
preparation purposes and for exceptionally severe nat-
ural disasters, to pay for the renewal of national reserve
grain, for adjusting supplies between bumper years and
lean years, and for making up price differences to keep
the market in check, as well as to subsidize the cost of
large volume import regulation, etc. In addition is the
formulation of an attendant management system and
financial system including procedures and methods for
the use and supervision of funds, spelling out the nature,
sources, uses, and proposes of the fund, and manage-
ment organs.

Three is accelerated building of grain storage to improve
the country’s grain storage facilities. In addition, close
attention must be given to the repair and renovation of
dangerous and old granaries.

Four in addition to influencing market supply and
demand and prices through the build up or depletion of
reserves, the setting of limits on economic activities such
as the amount of grain that wholesale grain enterprises
may stockpile, the scale of market trading, and business
profits may be used to influence and regulate enterprises’
business conduct, limiting both excessive competition
and monopoly behavior.

Fourth is gradual elimination of the subsidization of
grain circulation and consumption, and solving the cur-
rent problem of charging subsidies to account. It should
be noted here that the intensification of grain circulation
and price reforms should make the reduction of fiscal
subsidies its main task, using the subsidies thus saved for
reform of grain circulation and prices, and to serve as an
important means for future state indirect regulation and
control of grain.

In the government subsidization of grain, the charging of
subsidies to account is a financial problem that merit
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serious attention and that must be solved with all pos-
sible speed. It is recommended that an announcement be
made immediately freezing the charging of grain subsi-
dies to account, no unit being permitted to make any
more such charges, all such charges being halted and
interest on them calculated. This should be followed by
the assembling of personnel for the specific purpose of
studying the charging to account problem and deter-
mining responsibility. Everyone should work on finding
ways to solve the problem of charging subsidies to
account when a policy reason exists for doing so;
instances of improper charging to account should be
resolutely pursued and eliminated. The charging to
account problem should be gradually solved variously by
the central government and local governments at all
levels by allocating money in their annual budgets, using
increases in parity grain prices and holding down sales of
parity priced grain sales to increase their revenues, as
well as state-owned grain enterprises at all levels devel-
oping diversification to increase income, etc.

Fifth since conditions do not currently exist for the
nationwide decontrol of grain dealings and prices, more
pilot projects should be run on decontrol reform to
expand the scale of decontrol. In particular, places
having requisite conditions should be encouraged to
accelerate the pace of reform to spread it over a wide
area.

Chen Yaobang on Market Challenges Facing
Agriculture

OW 1202133293 Beijing XINHUA Domestic Service
in Chinese 0704 GMT 12 Feb 93

[By NONGMIN RIBAO reporter Tang Yuanjie (0781
0955 4814) and XINHUA reporter Jiao Ran (3542
3544)]

[Text] Sharighai, 12 Feb (XINHUA)—At a recent
national conference of directors of agricultural depart-
ments and bureaus, Vice Minister of Agriculture Chen
Yaobang said that following the development of a
market economy and the deepening of reform and
opening up, agriculture is facing greater difficulties and
challenges, while at the same its tasks have become
heavier. Therefore, to truly maintain the sustained and
steady development of agricultural production, govern-
ments at all levels must handle the relationship between
protecting agriculture and steering it toward the market
well.

Chen Yaobang said that agriculture will face the fol-
lowing major challenges in entering the market: 1) Fol-
lowing the improvement of living standards, people are
bound to demand a greater quantity of good-quality
agricultural products. Therefore, demand pressure, espe-
cially on the demand for good-quality agricultural prod-
ucts, will increase; 2) as profit is the main concern in a
market economic system, investments will certainly turn
pluralistic and will be dictated by market demands.
Therefore, investments in agriculture, especially in grain
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and cotton production—an undertaking which is less
profitable but has great social benefits—will easily and
consciously be diverted to other industries with greater
economic returns; 3) following the restoration of China’s
status as a signatory to the General Agreement on Tariffs
and Trade, agriculture will face fiercer international
competition. Inferior domestic agricultural products will
face fierce competition from foreign agricultural prod-
ucts. This will make it more difficult for us to protect and
develop our production. 4) The operation of a market
economy requires that we steer agricultural products and
peasants toward the market; but in a situation in which
the new market mechanism, pricing system, and eco-
nomic order are not yet fully developed, it is difficult for
peasants to promptly grasp the ever-changing market
information. Therefore, great fluctuations in the produc-
tion and marketing of agricultural products may emerge,
and successive difficulties in buying and selling grain will
make it more difficult for us to adjust and guide agricul-
tural production.

Chen Yaobang said that under the new situation, while
carrying out reform agricultural departments at all levels
should work harder to steadily raise agriculture’s overall
production capacity and to ensure the sustained, stable,
and coordinated development of the farming industry as
a whole, particularly grain and cotton production.
Guided by market demands, agricultural departments
should continue to readjust the structure of farming to
ensure high-yield, high-quality, and high-efficiency in
agricultural production. In giving priority to the steady
development of grain and cotton, agricultural depart-
ments should actively assist counties capable of pro-
ducing commercial grain and cotton. While focusing on
increasing quantity and improving quality, they should
vigorously develop brand-name, special, and superior
agricultural products and encourage the production of
agricultural products as commodities. Finally, with the
support of economic entities, agricultural departments
should continue to pay attention to building socialized
service establishments for agriculture.

Chen Yaobang on Restructuring of Crop Planting

OW 1202143093 Beijing XINHUA Domestic Service
in Chinese 0944 GMT 11 Feb 93 ‘

[By reporter Li Rong (2621 2837)]

[Text] Shanghai, 11 February (XINHUA)—The nation’s
total grain output topped 880 billion jin in 1992, up 10
billion jin from the previous year. Under these condi-
tions, rural areas throughout the nation generally quick-
ened the pace of restructuring crop planting. The trend
toward higher yield, better quality, and higher efficiency
began to emerge in agriculture on a full scale.

When briefing a national meeting of agriculture depart-
ment directors which opened here today, Vice Minister
of Agriculture Chen Yaobang said: Last year the nation’s
planting area for cash crops followed an expansionary
trend. While the national sown area for all crops dropped
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to0 2.23 billion mu after shrinking by more than 6 million
mu from the previous year, that for cash crops expanded
by over 11 million mu to reach 363 million mu. The
planting area for vegetables, green manure, medicinal
herbs, and other crops increased by more than 6 million
mu. The proportion of cash crops in terms of planting
area rose to 18 percent from 17 percent in the preceding
year.

Some farm produce in high demand expanded its share
of the total sown area to enjoy synchronized growth of
output value as well as economic returns. Last year, the
national planting area for vegetables topped 100 million

'mu for the first time, with special and quality vegetables

enjoying an increased proportion in planting area as well
as increased production efficiency, which basically
ensured balanced supply throughout the year. The
planting area for fruits expanded by more than 5 million
mu from the previous year, with the total production
volume of red Fuji apples exceeding 480,000 tonnes,
which was equivalent to over 10 percent of the national
apple production; and brought about a yearly increase of
over 900 million yuan in economic returns. Meanwhile,
in the southern region, the production of special and
quality fruits developed considerably. Tea production
saw a growth of over 15 percent in output value as well
as improved product mix which featured a greater pro-
portion of high- and medium-grade tea leaves. Silkworm
cocoons, medicinal herbs, and other high-return agricul-
tural products also enjoyed rapid development.

An internal readjustment of grain crops brought about
an increase of varieties and strains which enjoyed good
sales. Last year, the national planting area for soybeans
expanded by 3 million mu, while that for broad beans,
millet, buckwheat, and other minor grains outside the
wheat or rice families also increased steadily. In addi-
tion, more rice, wheat, and oil-bearing crops of improved
strains were grown. According to incomplete statistics
compiled by Guangdong, Zhejiang, Hubei, Anhui, and
two other provinces, their planting area for quality rice
totaled more than 37 million mu, an increase of 17.90
million mu from the previous year. The planting area for
wheat used exclusively for baking increased to 13.48
million mu, while that for “double-low” rapeseed
exceeded 8 million mu after expanding from year to
year. On the other hand, the national planting area for
hybrid indica rice, which is relatively inferior in quality,
was reduced by some 4 million mu.

Chen Yaobang also sounded an alarm bell, pointing out
the need to pay attention to the question of “degree of
intensity” in carrying out the restructuring. To counter
the practice of ‘“drastically cutting grain and cotton
production,” which has existed in quite a number of
localities since the beginning of the year, he set a
“security line” for the sowing area for grain and cotton,
i.e. under the present overall agricultural production
capacity, the planting area for grain and cotton must
remain above 1.65 billion mu and around 85 million mu
respectively. Should the planting area fall below this
security line, the situation of production and demand for
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grain and cotton is liable to take a turn for the worse, and
may not be corrected within two or three years.

He said: An appropriate increase of the planting area of
minor cash crops, and downward adjustment of grain
and cotton crops is an important aspect in restructuring
cotton planting. Should the reduction in grain and cotton
production become excessive, however, it would be
dangerous. Neither the stabilization of grain and cotton
production nor the internal restructuring of staple crops
should be overemphasized at the expense of the other.

Problems Developing Rural Market Economy

93CE02514 Beijing ZHONGGUO NONGCUN JINGJI
[CHINA’S RURAL ECONOMY] in Chinese No 12,
20 Dec 92 pp 49-51 ‘

[Article by Zhu Tongbing (2612 0681 3521): “Issues and
Recommendations for Development of a Rural Market
Economy”’]

[Text] Currently, throughout the whole nation, all types
of industries and businesses are talking about the devel-
opment of a socialist market economy. Developing a
market economy has a foundation, and there are good
trends, but the effort faces many difficulties and ques-
tions, which require research and resolution. We will
now discuss these issues with respect to the condition of
the agricultural industry in Jingmen City.

The Good Trends

Since the latter part of last year, in the spirit of the Eighth
Plenary Session of the Central Committee and the inspi-
ration and impetus of Comrade Deng Xiaoping’s
southern tour speeches, there has been a clear accelera-
tion in the speed of rural reform and development. Its
characteristics include the following: .

i. The contract household responsibility system related
to output in a stable situation has broken through the
fixed model of “a person working an average field,” and
has brought a whole series of corrective effects. Land has
gradually been concentrated in the hands of those most
capable of tilling it, promoting an appropriate scale of
management of agriculture. According to a survey of the
200 villages of Jingmen City, this year there are 5,100
farming households responsible for only growing grain
rations, and 7,400 households which reduced their con-
tracted cultivated land, amounting to 28 percent of total
farm households. And 28,150 households considerably
expanded the scale of their land management, repre-
senting some 62 percent of the total farm households.
The 15,600 households managing more than 20 mu of
land was more than five times last year’s total of 3,100.
The accelerated circulation of land has provided an
opportunity for the village’s skilled craftsmen and busi-
ness households to pass on land, and has promoted the
development of secondary and tertiary industries in the
village. For the city as a whole, besides income from
grain, cotton, and oils, it is estimated that other income
amounts to more than 80 percent of total household
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income, and the various specialized households with a
per capital net income exceeding 1,000 yuan increased
from last year’s 8,120 households to 117,000 people,
increases respectively of 37.6 percent and 53.7 percent.

2. The pace of reform of the rural industrial structure has
accelerated, and the mainstay industries are beginning to
form efficiencies of scale. This year, each village and
township has seized opportunities, according to the
concept of “one village, one industry, one town, one
product,” setting things in motion, boldly reforming,
and tentatively working out each characteristic. Among
the 35 townships, towns, and neighborhoods of the
whole city 21, or 60 percent, have one industry as
primary, and of the 617 villages 154, or 25 percent, have
one primary product, and are in the preliminary stages of
forming a new economic structure made up of forestry,
fruit, fishing, vegetable, or mushroom producing dis-
tricts. T

3. Reform of the agricultural product circulation system
has made new progress, and merging of the agricultural-
industrial-commercial, and producer-supplier-consumer
organizations has emerged in keeping with current
needs, with trading at rural markets unprecedentedly
brisk. For the city as a whole, 50,000 peasants have
entered the field of circulation, launching such activities
as companies adding peasant households, bases linking
peasant households, household production joint sales,
point production joint sales, etc, alleviating the rural
area contradiction of “difficult to buy, difficult to sell.”

4. Village-run enterprises are breaking with convention,
and have developed in leaps and bounds, and their
collective economic strength has started to increase.
Until now, in the city as a whole, the village organized
more than 3,500 collective enterprises, employing some
17,000 people, 15 percent and 18 percent increases,
respectively over the same period last year, with an
estimated output value of more than 200 million yuan, a
14 percent increase over last year. '

5. Suiting the needs of rural reform, many town and
village governments are transforming their functions,
cadres are shifting the battlefront, organizing large num-
bers of cadres to join enterprises, run entities, establish
bases, run markets, and actively probe into the laws of
development of commodity agriculture, and leading
agricultural methods to correctly move towards transfor-
mation into a market economy.

6. Reform has promoted the development of the agricul-
tural economy. For the city as a whole, grain production
has increased for more than 10 years in succession, and
this year it is estimated that overall production could
reach 1.81 billion jin, an increase of 60 million jin over
last year; cotton and oil-bearing crops increased by 36.7
percent and 5.7 percent, respectively, over last year,
township enterprises in the first haif of the year achieved
sales income, and profit and tax totals that increased by
30 percent and 50 percent, respectively, over last year;
other various types of economic factors exhibited a
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rising trend, and it is estimated that the agricultural total
output value could reach 1.23 billion yuan, an 8.7
percent increase over last year’s figure of 1.14 billion.
Per capita net income for farmers could increase by 50
yuan, reaching 820 yuan.

The Problems

The formation and development of a socialist market
economy has meant more and more dependence of
agricultural production on the market, stronger and
stronger selectivity of consumers towards agricultural
products, more and more prominent contradictions in
interests between government departments and farmers,
and the issues which at present have already been
exposed, fall primary into the following five categories:

1. Grain prices have fallen, the prices of farmer’s
expenses have risen, and the resentment of farmers is
substantial. This year, the early rice fixed quota price per
100 jin is 22.20 yuan, holding at basically the same as
last year, while the price for consultation between buyer
and seller (as opposed to the government set price) has
dropped from 25.5 last year to 18, a decrease of 41.7
percent. Wheat, though the fixed price has increased to
30.20 from 24.04 last year, has seen the negotiated price
drop from 37.09 last year to 30 yuan this year, a drop of
23.6 percent. After the abolition of cotton and grain
price subsidies, each dan of ginned cotton was reduced
by 25 yuan. While the prices of grain and cotton have
fallen, the prices of the means of production have
increased. Urea has increased from 876 yuan per ton last
year to 980 yuan, a jump of 11.87 percent, while phos-
phate fertilizer has gone from 244 yuan per ton to 268
yuan, or a 9.84 percent rise. The prices of insecticides
and plastic films are also up. In addition, agricultural
taxes have increased by 16.54 percent, and basic water
fees have grown by 30 percent. A comprehensive bal-
ancing of the books indicates that due to price factors,
this year each farmer had a roughly 40 yuan reduction in
income.

2. The rural market is not fully developed, there are
obstacles to smooth transportation and communica-
tions, market information is ineffective, and the devel-
opment of a market economy has been accompanied by
a fair amount of blindness in action. Over the last several
years, though there has been a rapid development of
rural country trade fair markets, at present the issues of
small, complete, and scattered remain. Small means that
they are small in scale, the volume of transactions is
small, and the radiation radius is small. Complete means
that the markets seem to concentrate on agricultural
products produced by farmers. Scattered means that the
items involved in the transactions are piecemeal and
scattered. This results in two lows. First, the market
information scope of penetration function is low. Nor-
mally, one can rely on the interested parties to transmit
information and their transmitting distances may be
remote, but among country fairs, and regions, informa-
tion flow is impeded, and price quotations vary widely.
Second, the capacity stabilization function is low. At
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present, it also is a relatively sealed agricultural trade
system, and the great majority are only able to regulate
excesses and deficiencies in their base region, and are not
able over a comparatively wide range to balance supply
and demand. Rural transportation conditions in the last
several years have also undergone a certain improve-
ment, but only one-fifth of villages can handle car traffic
in the rain and snow, so that there are still four-fifths of
village farmer produced agricultural products that some-
times have no way of getting to market. Post and
telecommunications are the same. The majority of vil-
lages are without telephones, have no broadcasting capa-
bilities, and no way to transmit market information. For
this reason, no small number of rural cadre and the
peasant masses often make faulty decisions in managing
production.

3. Inputs have been reduced, reserves are not sufficient,
and there has been slow progress in developing highly
efficient agriculture. First, the state has reduced inputs to
agriculture. Second, local revenues are insufficient to
invest, and revenues of grain producing regions are
basically in the red. Third, grains constitute the biggest
pressure on funds. Fourth, the ability of farmers to input
is limited. The problems of the reduction in agricultural
inputs and insufficient reserves are becoming more
apparent day by day. First, they force a portion of
agricultural projects to be stopped, and some to slow
construction, “half done” projects increase in number,
the project completion rate drops, and as a result,
irrigation efficiency has dropped progressively by an
average of 2 percent a year. Second, there is a difference
in the earning ability of township enterprises and diver-
sified enterprises, and rural enterprises lack the vitality
to let industry support agriculture. Third, development
of high efficiency agriculture is slow.

4. Ministries and farmers strive for gain, while produc-
tion and consumption are disjointed. State cooperative
businesses conduct buying and selling by linking profit to
staff wages, strengthening the internal benefit mecha-
nisms, but in the process of buying and selling agricul-
tural products and the means of production used by
farmers, if the profit is high then this is what is pur-
chased, or serviced, and very small consideration is
given to the interests of the farmer. In the future, subject
to various types of conditions of processing, storage, and
protection, a large amount of agricultural product mar-
keting will still have to rely on primary channels for
completion. Yet the current system circumstances still
have the agriculture departments managing production,
and commercial departments managing marketing. If
production and marketing continue to be separated, in
pace with the continued strengthening of the interests of
the departments, contradictions with the farmers’
struggle to get ahead will become even more prominent.

5. Confronting the fast changing market prices, rural
cadres normally feel at a loss as to what to do, and find
it very difficult to adjust in a short time. For a very long
period of time, we have had a planned economy, with the
farmers handling planting, the state guaranteeing
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income, and rural cadres fostering a habit of contracting
with the village and handling local issues, urging
speeding up of ploughing and speeding up of planting,
and immersing themselves in production. Now, as a
commodity economy is developing, agriculture is being
thrust towards the market, cadres and farmers are being
thrust towards the market, and from the past immersion
in planting fields and handling production the emphasis
is switching to raising one’s head and looking at giving
the market a free hand to handle circulation, and it is
generally felt there are three difficulties with this: Market
prices are difficult to control; consumer intentions are
difficult to ascertain; and it is difficult to link up circu-
lation and production. Both the need to be hustling in
the market, and the need to grasp production, means that
if one turns this way one doesn’t see the other way. We
have pointed out this year’s autumn sowing and produc-
tion must be according to market laws, using the laws of
value to handle things, what the market requires to be
grown should be grown, and what will make money, that
is what should be planted. But what the market actually
requires, how much it requires, our cadres generally feel
that this question is difficult to grasp.

The problems described above have become obstacles
restricting rural reform and development, and must be
conscientiously solved in the process of continuing
reform.

Suggestions

1. Integrate the importance of agriculture with how
agriculture is dealt with in practice. The basic demands
of rural cadres are that the state must increase agricul-
tural inputs, change the face of rural towns, and improve
transportation and communication and the daily living
standards and working conditions of cadre. The farmers’
demands are that the price of agricultural supplies be
rational, products are not difficult to sell, that they are
able to sell products at a good price, while those engaging
in business want a relaxed, harmonious external envi-
ronment. At the same time as the importance of agricul-
ture is being stressed, handling things in such a way as to
put peoples’ minds at ease and unite them in purpose
will have an even better effect. Empty talk harms the
country, doing solid work will make the country flourish.
This well known saying from times of peace and pros-
perity should be engraved in peoples’ minds and not be
forgotten.

2. Put the system in order, pool efforts. It is necessary to
combine the forces of agricultural and commercial
departments, and organize a new system that is appro-
priate for the development of a market economy. At
present, the agricultural departments which oversee pro-
duction have a science and technology contingent with a
comparatively solid technical capability, with the advan-
tage of being able to technically develop commodity
production. The state cooperative businesses that handle
circulation have a buying and selling contingent, and
buying and selling network points which are found
everywhere in cities and towns, which also have rich
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experience getting out well-informed market informa-
tion, possess storage conditions, have comparatively
strong transportation capabilities, and have methods for
circulating agricultural products. Provided these two
departments are combined, and agricultural products
sales companies are formed, internally linking peasant
Households, and externally joining markets, imple-
menting economic management through setting up pro-
duction, supply, processing and consumer enterprises, it
will be possible to effectively solve the struggle of interest
between the departments and the peasants, and the
contradictions between disjointed production and circu-
lation. The country’s agricultural and commercial
departments must, in accordance with a socialist market
economy, objectively require and consider the organiza-
tion of an agricultural system that integrates production,
supply and consumption.

3. Increase inputs, strengthen key sectors. When it comes
to investment in agriculture, the state must maintain a
suitable proportion of growth. In addition to the read-
justment investment portion in the current plan, it is also
necessary to consider supplying even more investment
resources to agriculture, and gradually increasing the
proportion of state investment in agriculture. When the
state is readjusting the investment structure it should
empbhasize consideration of industries with agricultural
input, rural transportation and communication, and the
establishment of country trade fair markets. At the same
time as state and local governments are increasing inputs
to agriculture, at a policy level it is necessary to
encourage collectives and peasant households to increase
inputs to agriculture, and fully give play to cooperative
economic organization in this function. In particular,
advantage should be taken of the favorable conditions
offered by the current relative abundance of rural labor
power, and the low labor rates, to mobilize and organize
peasants to work energetically to accumulate services,
and strengthen the construction of the agricultural base,
consolidating reserve strength for agricultural develop-
ment.

Cooperative Funds Play New Role in Rural
Banking

93CE0245A Beijing JINGJI LILUN YU JINGJI
GUANLI [ECONOMIC THEORY AND BUSINESS
MANAGEMENT] in Chinese No 6, 28 Nov 92 pp 53-58

[Article by Song Hongyuan (1345 3163 6678). “Devel-
opment, Achievements, and Problems of Rural Cooper-
ative Funds™]

[Text] 1. Birth of the Rural Cooperation Fund and the
Creation of a Reform Experiment

1) The emergence of the rural cooperative fund in China
resulted from rural economic reform and the develop-
ment of the commodity economy. It is a product of the
reform of the rural banking system and investment
mechanism.
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Since 1978, we have achieved remarkable success in
rural reform, including substantial progress in the rural
commodity economy. China’s countryside has entered a
new historical era. In this process of change, what has
been most noteworthy is the commercialization and
monetarization of the rural economy and new changes in
the rural money supply. On the one hand, as the estab-
lishment of the household responsibility system of
linking remuneration to output gave way to the adjust-
ment of the rural industrial structure as the focus of
reform, the commercialization and monetarization of
the rural economy also became less concerned with
quantitative expansion and more with the deepening of
functions. On the other hand, as money is used more and
more extensively and in an ever-widening area in the
countryside, the structure of the money supply in the
countryside has inevitably changed. From the beginning,
China’s rural financial institutions have had difficulty
adjusting to these changes in rural economic life. It was
against this backdrop that the rural cooperative fund
emerged in response to the needs of the times.

Since 1979 the government has taken a string of impor-
tant steps to reform China’s rural banking system and
investment mechanism. On the one hand, it has com-
mercialized the Agricultural Bank, turned rural credit
unions into cooperatives, and standardized private
credit to raise the rate of inter-bank short-term bor-
rowing in the nation’s economy. On the other hand, to
meet the needs of the diversification of rural short-term
lending and investment, it has reformed the regulatory
system for rural banking, mainly by abolishing rural-
urban distinctions in the area of operations of all spe-
cialized banks, lifting specialization controls on the
different industrial sectors, liberalizing restrictions on
the examination and approval of proposals to set up
nonbank financial institutions, and easing controls on
the short-term capital market. These reform measures
have certainly made possible the creation of rural non-
financial institutions and the development of the finan-
cial market, including the birth of rural cooperative
funds. ’ v

2) The experiment in rural cooperative funds is a useful
experiment undertaken in agricultural reform experi-
mental zones to find a solution to existing problems in
the management and use of rural funds and continue the
reform of the rural financial system and the investment
mechanism.

After the formation in the countryside of a dual-level
operating system combining unification with separation
and based on the household responsibility system of
linking remuneration to output, a number of deep-seated
problems has emerged. First, egalitarianism and the
indiscriminate transfer of funds effected through admin-
istrative means has become a problem to various extents
in the handling of existing collective funds in many
places. A large amount of collective funds has been
misappropriated and squandered away by a handful of
rural grassroots cadres and commune members. Second,
the mismanagement and misuse of collective funds has
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caused the peasants in some places to refuse to pay
contract fees and collectively retained funds. Third,
owing to the confusion in collective financial manage-
ment, a large amount of funds has been lost and funds
are scattered. Some units remain behind in payment for
long periods, slowing down fund circulation and pre-
venting collective funds from appreciating in value. The
result is a kind of fund management with no consider-
ation for returns. The experiment in rural cooperative
funds is designed to solve these problems.

The reform philosophy of commercializing the Agricul-
tural Bank, turning rural credit unions into cooperatives,
and standardizing private credit, which came about
following the establishment of a basic framework for the
rural financial system in 1983, also ran into problems as
efforts were made to transform the internal operating
mechanism and increase overall efficiency. First of all,
these specific choices made on the basis of fully
affirming the rationality of the existing rural financial
system are suited to the requirements of rural economic
reform and the development of the commodity
economy. They cannot satisfy the demand for a diversi-
fied range of services from rural banking institutions, a
demand generated by the development of the nonagri-
cultural sector. Nor can they meet the demand for credit
services aimed at protecting agriculture, which results
from changes in agricultural production. Second, there is
a conflict between the system formed under the old order
and the reform philosophy that came about in the new
era. The post-reform rural financial system makes full
use of the forms of rural financial organizations under
the old system. No new organs have been created. This
kind of business expansion and institutional improve-
ment that is confined to within the old banking system
cannot rise above the vertical fund distribution system
and meet the needs of the horizontal circulation of rural
funds. As long as the goals of the commercialization of
the Agricultural Bank, the transformation of rural credit
unions into cooperatives, and the standardization of
private credit are not achieved, the overall efficiency of
rural banking cannot be improved. The experiment in
rural cooperative funds is a piece of advanced explora-
tion aimed at guiding and expediting reform overall.

I1. The Focus of the Experiment in Rural Cooperative
Funds and an Assessment of Its Development

1) Basic focus of the experiment with rural cooperative
funds

The goal and mission of the experiment with the rural
cooperative fund is to establish new short-term bor-
rowing and investment mechanism by first conducting
well-organized and carefully planned reform experi-
ments in some areas, thereby aiding the drive by the
central and local governments t0 formulate polices,
rules, and regulations pertinent to rural cooperative
funds by providing them with systematic information
and a scientific basis. )
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The experiment with rural cooperative funds started out
with newly-created rural financial institutions and
bypassed for the moment the two problems facing the
commercialization of the Agricultural Bank, the trans-
formation of rural credit unions into cooperatives, and
the standardization of private credit. By establishing
new institutions to take up some functions and easing
the difficulty of reforming existing financial institutions,
the experiment has reduced the problems to a manage-
able size, dispersed risks, accumulated experience, and
guided and expedited reform overall.

The reform plan embodies the principle of being
advanced and innovative. In a departure from the past
when only the state Agricultural Bank and rural credit
unions were allowed to accept deposits and make loans,
rural cooperative funds are authorized to do the same.
Breaking with the past when macroeconomic regulatory
and contro! tools were used by the state in credit man-
agement, rural cooperative funds are authorized to
decide how funds should be spent in accordance with the
local industrial policy. Instead of a financial system
consisting solely of public institutions or private institu-
tions, now we have a shareholding cooperative economic
model consisting of both public and private organiza-
tions.

The distribution of reform experimental points
embodies the principle of combining an emphasis on
experimentation with gradual dissemination across the
board. First of all, in accordance with the basic princi-
ples of leaving property rights unchanged, voluntary
participation, mutual benefit, democratic management,
payment in return for use, and equal stress on returns,
organizations were set up and a membership system
instituted. Second, all social funds available for pooling
should be pooled. Practice unified management. Collect
user fees. Plow profits back into cooperative funds.
Third, formulate regulations and methods to create and
improve internal democratic supervision and a system of
personal responsibility and other rules governing the
investment and re-investment of funds, distribution of
returns, accounting, and auditing.

2) Progress in implementing the experiment with rural
cooperative funds

All experimental zones involved in the project have
made varying amounts of progress in organizing cooper-
ative funds and formulating a range of internal rules and
regulations. Both Guanghan and Shangzhi experimental
zones have put together a network of rural cooperative
funds, each headed by the joint municipal fund, linked
together by township and town funds, and based on
village cooperative funds. Other places including Yutian,
Pingdu, and Yulin also have set up cooperative funds.
All cooperation funds have been accepting deposits and
making loans, at the same time writing a host of rules
and regulations. Shangzhi and Yutian have been acting
as an agent for the state insurance company in its
dealings with peasant households. The joint municipal
fund in Shangzhi serves as the intermediate organization
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in the experimental zone for making loans financed by
funds borrowed from the World Bank, a role it has been
performing well since it opened for business in 1989.
Guanghan and Heping have taken pains to implement all
rules and regulations, training the directors, accountants,
and tellers of the village and township funds, and
auditing the various funds in order of priority. All five
township funds that have been audited are doing well in
terms of fund circulation.

The experiment with rural cooperative funds in Shang-
zhi, Yutian, Pingdu, and Yulin has also achieved sub-
stantial progress. The funds have begun making short-
term loans, accepting deposits, and extending credit.
They have formulated a host of rules and regulations. In
the Shangzhi and Yutian experimental zones, the funds
have been acting as an insurance agent for the state
insurance company in its dealings with peasant house-
holds. Moreover, the peasants’ cooperative fund in
Shangzhi serves as the intermediate financial organiza-
tion in the Shangzhi experimental zone in making loans
using policy-based loans from the World Bank, a respon-
sibility it has discharged with satisfaction since 1989.

In Huanghua and Shenwei,. fishermen’s cooperative
funds have been set up and are now operating regularly.
Sanming, Huaihua, and Weihe have set up a forestry
cooperative fund one after another. In Sanming, the
forestry cooperative fund has made considerable
headway in making short-term loans and investment and
in drawing up all kinds of rules and regulations. So have
the land development financial company in Meitan and
the township enterprises and financial service coopera-
tive in Fuyang in setting up the organizations, making
short-term loans and using such loans, accumulating
funds, and developing a body of rules and regulations.

Since experimental zones were created in 1987 to carry
out the experiment, 12 places in 21 experimental zones
have initiated pilot projects thus far. The pilot projects
can be found in agriculture, forestry, fishery, and town-
ship and town enterprises. Generally speaking, the
experiments cover the various aspects of the reform of
rural short-term lending and the rural investment mech-
anism.

3) The development of rural cooperative funds nation-
wide

Since their birth, rural cooperative funds have developed
steadily amid difficult circumstances. Their history of
development since 1984 can generally be divided into
three stages. The years from 1984 to 1986 constituted the
stage of grassroots spontaneity characterized essentially
by many departures from past practices. They were able
to develop despite control by the banking system. The
years between 1987 and 1988 made up the stage of rapid
expansion, characterized mainly by support from the
central and local governments and endorsement by the
authorities involved. Spontaneous grassroots actions
gave way to organized reform and experiments, which
were subsequently introduced and popularized across
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the nation. The years from 1989 to 1991 constituted a
period of steady growth, characterized primarily by the
three year rectification drive in the national economy,
the relative steady development of rural cooperative
funds, and the continuous increase in the amount of
internal short-term loans and investment. Today rural
cooperative funds have entered a new development
phase at a higher level.

Guided by state policies and the exemplary role of rural
reform experimental zones since 1987, rural cooperative
funds have made significant progress nationwide. As of
late 1991, 18,000 townships across the country, or 33
percent of all Chinese townships, had set up a rural
cooperative fund and 120,000 villages, 16 percent of all
villages, had put together a cooperative fund. Funds
pooled by year end rose from 5.66 billion yuan in 1988 to
9.99 billion yuan in 1991, or 20.1 percent annually on
the average. Funds invested during the year rose from
6.71 billion yuan in 1989 to 10.17 billion yuan in 1991,
or 23.2 percent per year on the average. The amount of
funds raised and invested has been rising continuously.
In 1991, funds raised went up 2.06 billion yuan over the
preceding year while funds invested grew 2.41 billion
yuan. Estimates are that the amount of funds pooled and
raised nationwide will reach 12 to 13 billion yuan by the
end of 1992,

IIL. Achievements and Problems of Rural Cooperative
Funds

1) Achievements of the experiment with rural coopera-
tive funds

The experiment with rural cooperative funds has made
remarkable progress in recent years. Across the nation
the development of rural cooperative funds has been
notably successful and played an important role in
expediting development and reform.

First of all, they have increased farm incomes and
spurred the development of agricultural production. In
experimental zones and numerous places across the
nation, rural cooperative funds make agriculture their
investment priority, giving it preferential treatment and
offering it favorable interest rates. In 20 percent of the
villages in the Shangzhi experimental zone, agricultural
funds now come solely from rural cooperative funds.
Nationwide rural cooperative funds invested 3.2 billion
yuan and 4.13 billion yuan in agriculture in 1990 and
1991, respectively, the latter amount already equivalent
to two times the central government’s spending on local
agriculture.

Second, it has eased the shortage of rural funds and aided
the development of township and town enterprises. By
filling the gaps left by banks and credit unions, rural
cooperative funds have become an important force on
the rural funds market. In townships and towns in
Yulinshi with cooperative funds, enterprise output rose
14.1 percent and 16.4 percent in 1989 and 1990, respec-
tively, 4.6 and 3.6 percentage points higher than the
city’s average in the same period. Nationwide, rural
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agricultural funds provided township and town enter-
prises with 3.48 billion yuan and 4.5 billion yuan in
funds in 1990 and 1991, respectively, 45.1 and 45.3
percent of the total.

Third, rural cooperative funds have supported the pro-
duction and operations of peasant households and
increased peasants’ earnings. Nationwide rural coopera-
tive funds enriched peasant households by 2.75 billion
and 3.82 billion yuan in 1990 and 1991, 35.4 percent and
37.5 percent of total investment. Besides boosting peas-
ants’ earnings by developing production, rural coopera-
tive funds also enrich them by paying dividends to
peasant households who have joined a fund as its
owners. In some places in Hebei and Jilin, peasant
households are paid 15 yuan in dividends per capita each
year.

Fourth, they have nurtured the rural funds market and
checked private high-interest borrowing. In the past a
dozen people were making loans at abnormally high
interest rates in Yulin township, which put a number of
self-employed individuals in industry and commerce in
dire straits. The cooperative fund in the village has so far
helped solve the fund difficulties of over 100 households
and effectively checked usury. According to studies on
some localities, the interest rates charged by private
lenders fell 30 to 50 percent after a rural cooperative
fund began making short-term loans.

Fifth, they have spurred the development of socialized
services in the countryside and provided an array of
services to peasant households. Nationwide rural coop-
erative funds spent 530 million yuan and 680 million
yuan on socialized service organizations in 1990 and
1991, respectively, thereby providing a material basis for
the establishment and perfection of a rural socialized
service system. The rural cooperative funds in many
places not only provide peasant households with funds,
but also assist them in selecting projects, provide them
with information, and guide their operations.

Sixth, they have strengthened and improved the man-
agement and use of collective funds and beefed up the
collective economic muscle. Many locales have acceler-
ated the collection of loans outside the collective and
increased the value of collective funds while avoiding
losses. Nationwide 1.25 billion yuan in collective loans
were recovered through cooperative funds in 1990 and
1991 and collective economic organizations increased
the value of their funds by almost 300 million yuan.

Seventh, rural cooperative funds have replaced admin-
istrative tools with economic tools and substituted fiscal
means with financial means in the management and use
of rural funds, spurring the reform of the rural banking
system and investment mechanism. Rural cooperative
funds admit shareholders as members and pay dividends
to them based on the value of their share holdings. That
way they have expedited the development of the share-
holding cooperative economy.
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2) Problems in the development of rural cooperative
funds

The development of rural cooperative funds has become
an irreversible trend in China. As they become accepted
and are given attention, support, and encouragement by
all quarters at the same time benefiting from the results
of pilot projects, they will develop at an accelerated pace
in the future. This is how rural cooperative funds will
develop in the 1990s. There will be a diversification of
the forms that rural cooperative funds will take. The
scale and scope of short-term lending by the funds will
grow. There will be high-level cooperation among rural
cooperative funds. They will move toward integration,
standardization, and institutionalization.

To further spur the healthy development of rural coop-
erative funds in the new era, we must take the problems
in their development seriously today:

First of all, there are still problems relating to the
understanding of rural cooperative funds. One, in places
where the collective economy is weak and the economy
underdeveloped, the scale of collective accumulation is
believed to be tiny and private idle funds highly limited
and that short-term lending has little significance one
way or the other. In places with a strong collective
economy and a highly developed economy, the demand
for funds is believed to be so strong that foreign funds are
required to meet the demand. It is therefore assumed
that internal short-term lending will have only a minor
role. Second, some people in the financial circles believe
that short-term lending is an illegal activity that goes
against the national financial policy. Yet others think
that rural credit unions are in the process of recovering
their three qualities, so there is no need to create new
financial institutions to make short-term loans.

Second, there are these problems in the operations of
rural cooperative funds. First unjustifiable administra-
tive interference remains excessive in some places. There
is insufficient harmony between rural cooperative funds,
on the one hand, and local finance agencies, banks, and
credit unions, on the other. Rural cooperative funds still
do not receive sufficient support from those sectors for
their development. Second, in some locales rural coop-
erative funds make short-term loans on a very small scale
and fail to tap the potential of funds fully. The various
internal rules and regulations are less than comprehen-
sive and the quality of their personnel is relatively poor.
Third, the rural cooperative fund has no exchequer and
lacks the essential account-settlement tools. The Agricul-
tural Bank has imposed excessive loan guarantee
requirements on rural cooperative funds, causing funds
to be invested improperly and an exceptionally high
percentage of funds to be tied up.

Third, rural cooperative funds face these problems in
their development. For one thing, rural cooperative
funds still lack uniformity so far. That is, they are not
standardized or institutionalized enough, making it hard
to create a unified system. Moreover, there are still no

ECONOMIC 35

clear and effective policy encouragement and legal pro-
tection for their development. As a result, they still
encounter some problems in their actual operations
which are not amenable to solution. Any effort to expand
the scope of short-term lending and other services is still
hampered by the current policy.

IV. Basic Understanding of Rural Cooperative Funds
and Proposals for Promoting Their Development

1) Understénding and assessing rural cooperative funds

These are the lessons we have learned from the experi-
ment with rural cooperative funds over the past few
years. Respecting the peasants’ wishes and adhering to
the principles of organizing a fund are prerequisites for
running a cooperative fund well. Creating and perfecting
all sorts of rules and regulations is essential to the healthy
development of rural cooperative funds. Clarifying their
goal of serving agriculture, the countryside, and the
peasants is the very basis of the survival of rural coop-
erative funds. Creating and perfecting a unified system is
an important way to enhance the overall efficiency of
rural cooperative funds. '

To begin with, let us analyze the functions and efficiency
of rural cooperative funds. In a microeconomic sense,
the rural cooperation fund is a highly efficient means of
making short-term loans and has a substantial accumu-
lation capability. Since rural cooperative funds are dis-
tributed all over the countryside, they are close to the
peasants, enabling the latter to take out short-term loans
anytime. Moreover, each rural cooperative fund can
choose the methods of making short-term loans accept-
able to it and adopt a host of simple and convenient ways
of making short-term loans to simplify processing as
much as possible. All this speeds up the supply and
demand of their funds and renders short-term lending
timely. In a rural cooperative fund, indirect short-term
lending co-exists with direct short-term lending, and
short-term lending with long-term lending. Exempt from
stringent regulations delineating the scope of operations,
rural cooperative funds have more flexibility in short-
term lending. They can adjust interest rates more
readily. They are in a better position to fully tap into all
sorts of funds within their local community or within the
cooperative economic system. In a macroeconomic
sense, rural cooperative funds operate within the limits
of a local community or cooperative economic organiza-
tion. They have limited access to market information.
The circulation of funds among regions or outside the
organization is often hampered, preventing the optimal
allocation of funds on an even larger scale. The distribu-
tion of funds brought about by a rural cooperative fund
may conflict with the goals of a national policy. The
circulation of a large amount of funds outside the
system, in particular, may cause the funds to be frittered
away and dilute state control over funds. Since the
contractual relations of a fund are not developed enough,
since various internal rules and regulations have yet to
be worked out, and since the pertinent external manage-
ment system is not yet sound or comprehensive, the risks
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of taking out a short-term loan are magnified. The
duality of the functions of a rural cooperative fund and
its efficiency suggest that its future development
includes both difficulty and hope.

Next, let us assess the place and role of rural cooperative
funds. Given the problems in the operations of rural
cooperative funds, people are justifiably worried about
their future. The rural cooperative funds that have
appeared in some places in the last couple of years were
actually put together by the local township governments
eager to get around the credit limits imposed by the
Agricultural Bank and credit unions. In these rural
cooperative funds, the director is usually the township
chief or the head of the agricultural operating station and
administrative means are used to remove deposits from
the credit union and attract idle funds in peasants’
hands. Even as the Agricultural Bank and credit unions
rack their brains to come up with the funds needed to
ensure the procurement of agricultural byproducts and
agricultural production, these rural cooperative funds
“take away the firewood from under the cauldron” by
depriving society of its funds. This anomaly in the
cooperative fund experiment has severely hurt the funds’
reputation. It would be equally inconsistent with objec-
tive realities for us to abolish rural cooperative funds or
curb their development so as to preserve the standing of
the Agricultural Bank and credit unions as the main
players in rural banking. First, the Agricultural Bank and
credit unions have only so many service outlets and are
not flexible in their operations and management. They
cannot meet the diverse short-term borrowing and
investment needs in the countryside. Second, rural coop-
erative funds have been integrated into the economic life
of the countryside and constitute the source of a consid-
erable portion of the funds of township and town enter-
prises. The further develepment of township and town
enterprises depends on rural cooperative funds. Third,
there are limited financial assets in the countryside at
present and peasants’ earnings are set to keep rising. If
no rural cooperative funds exist to absorb part of such
earnings, it will stimulate nonproductive consumption
by peasants and their in-kind accumulation. We can thus
see that it is inappropriate either to accept or to reject
their place and functions simplistically. The key is to
create the right conditions to enable them to fulfill their
proper role in rural banking.

2) Proposals for promoting the healthy development of
rural cooperative funds

To continue the reform experiment with rural coopera-
tive funds and promote their healthy development, we
must begin by correcting our understanding of rural
cooperative funds, clarifying their legal position, ana-
lyzing their functions and effectiveness scientifically,
assessing their place and role objectively, and affirming
them as an important part of the rural banking system.
Correctly handle the relations between rural cooperative
funds and the existing financial institutions and related
sectors in the countryside so that they can spur one
another and develop together as they compete. Adjust
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the philosophy and goals of current reforms relating to
the Agricultural Bank and credit unions. Focus on the
creation of new mechanisms while improving the effi-
ciency of existing rural financial institutions to meet the
needs of rural economic development and structural
transformation. ,

Next we must cut back on unnecessary administrative
interference, having first achieved a unified under-
standing, and abide by the basic principles of operating
rural cooperative funds. Allow experiments that break
with existing policies. Broaden the scale and scope of
short-term lending. Enhance the ability of rural cooper-
ative funds to make short-term loans. Improve the
quality of the army of rural cooperative fund workers.
Formulate a range of internal systems, rules, and regula-
tions as well as an external management system to
standardize and institutionalize them over time.

The most important policy oné can devise to continue
the reform experiment in rural cooperative funds and
promote the healthy development of rural cooperative
funds is one that would create a sound economic and
fiscal climate, establish clear and effective policies and
laws to support such funds, intensify the construction of
a system of rural cooperatlve funds, and elevate them to
a higher level.

First, we may take a two-pronged approach to create a
sound and harmonious economic and financial climate
for rural cooperative funds. On the one hand, we need to
prevent the economy from overheating and expanding
excessively and must maintain social commodity prices
at a steady level to keep fund circulation and the money
supply in the countryside in a stable and balanced state.
On the other hand, we need to analyze in earnest the new
conditions and new problems that have emerged in the
transformation of the rural structure. In particular, we
must take pains to study the trends of movement of
credit funds in the countryside as well as the character-
istics and laws of changes in the money supply. We must
improve the macroeconomic financial regulatory system
so that it operates at different levels and can make
distinctions on a case-by-case basis. ’

Second, we may also take a two-pronged approach to
create a good and harmonious policy and legal environ-
ment. On the one hand, with decisions and documents
from the CPC Central Committee and State Council
clearly affirming and encouraging rural cooperative
funds, the appropriate departments in charge and the
national financial agencies may work out a development
plan to specify the appropriate policy in-support of such
funds. On the other hand, economic law-making bodies
must formulate the appropriate basic legislation to be
applied nationally. Next the departments in charge
should draw up detailed regulations of implementation
based on the national legislation. This would give the
development of rural cooperative funds clear and effec-
tive legal protection. :
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Third, the following points must be made clear in the
drive to build up the system of rural cooperative funds.
To begin with, it must be made clear that the develop-
ment of rural cooperative funds has become the starting
point of organizational construction. Guiding the devel-
opment of rural cooperative funds in the direction of
organizational construction is innovative in organiza-
tional terms. The acceleration of organizational con-
struction should be an essential part of the search for
new short-term lending and investment mechanisms.
Second, provide rural cooperative funds with effective
credit guaranty without having the government and state
banks assume their operational risks and any liability for
their bankruptcy. Preserve their privately-run nature
and avoid intensifying their official character as a result
of organizational construction. Guide and supervise
organizational construction with effective economic
tools instead of administrative means. This will help the
appropriate agencies apply indirect management and
effective supervision. Third, by establishing a rural coop-
erative credit guaranty fund, gradually create a credit
guaranty mechanism to consolidate them and apply
toward them the mechanism of system operations and
indirect management, and achieve the goals of rural
cooperative fund construction.

Commentary Warns of Falling Guangdong Grain
Output

HK1602035293 Guangzhou Guangdong People’s Radio
Network in Mandarin 1000 GMT 10 Feb 93

[Commentary: “Latent Crisis in Guangdong’s Agricul-
ture”]

[Text] Since reform and opening up, Guangdong’s agri-
culture has developed considerably and grain production
has entered a new stage, offering a material guarantee for
the lifting of grain price restrictions in Guangdong and
the rest of China. However, we must soberly see that, as
far as Guangdong is concerned, the problem of grain
production has not been radically resolved. Since last
year in particular, some places in Guangdong have
tended to relax their efforts in grain production. The
problem of the arbitrary occupation and misuse of
farmland is serious. Land for agricultural and grain
production purposes has fallen considerably. Moreover,
civil engineering projects [words indistinct] have weak-
ened agriculture and the peasants’ incentive to grow
grain has decreased, leading to a big decrease in grain
output in Guangdong. According to statistics from agri-
cultural departments, sown areas of grain and paddy in
Guangdong last year fell for the first time to the lowest
level since the PRC was founded, representing respective
decreases of 338,000 mu and 279,000 mu from the
previous year. Total output of grain and paddy decreased
by 720,000 tonnes and 540,000 tonnes respectively from
the previous year. Judging from this year’s situation, it is
certain that areas sown with grain in various cities keep
decreasing considerably. According to preliminary sta-
tistics, the area of grain and hybrid paddy will decrease
by 3.75 million mu and 3 million mu respectively from
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last year, and the area of medium quality earth will
increase [as heard] by 6 million mu. It is estimated that
grain output will thus decrease by 1.7 million tonnes.
This figure shows that Guangdong’s basic grain output
[words indistinct] will be less than 35 billion jin. In other
words, the per-capita volume of unprocessed grain will
be less than 500 jin. This is a dangerous sign. Guangdong
is a vast province which lacks grain and needs to import
grain from other provinces and abroad every year. At a
time when all parts of the country are vigorously read-
justing their crop structure, it is particularly important to
pay good attention to grain production in Guangdong.
Therefore, all localities should first enhance under-
standing of the fundamental role of grain production,
continue to strengthen the leadership of agriculture and
grain production, and ensure that agriculture and grain
production increase steadily and in a sustained way.
Only by doing so can Guangdong’s economy develop
steadily. Second, it is necessary to protect and support
grain production by means of policy, increase input in’
counties that are cash crop bases, strictly control the use
of nonagricultural sites, establish permanent farming
reserves, and set up high-quality, high-yield, and high-
efficiency [words indistinct] farmland. Moreover, it is
necessary to stabilize and strengthen agricultural tech-
nology promotion teams. Only by making great efforts
and conscientiously creating favorable conditions for
fundamental agriculture and grain production can we
prevent agriculture, especially grain production, from
plummeting.

Commentary Urges Peasants To Increase Cotton
Output v .

SK1702092493 Jinan Shandong People’s Radio
Network in Mandarin 2300 GMT 16 Feb 93

[Commentary by reporters (Qiao Renzhen) and (Wu
Haiping): “Make a Correct Appraisal of Markets and
Plant Cotton™]

[Text] The people from higher levels downward across
the province made a few comments on the cotton pro-
duction of this year. Last year, some peasants’ income
was reduced due to the reduction in cotton production.
So, this year, some of them plan to reduce the cotton
growing areas, some simply refuse to plant cotton, and .
some remain undecided and adopt a wait-and-see atti-
tude. At the same time, some leaders at various levels
have no ideas and find it difficult to make'a decision and
some are full of worries and do not have full confidence.
With worries, the cotton management and processing
enterprises adopt different measures. The matter of
cotton production affects the people of various circles in
society. In that way, what we should do for this year’s
cotton production. Will we increase or reduce the cotton
growing areas? ‘

Last year, the province was hit by the serious drought
and insect pests. The total cotton production was less
than 14 million dan, nearly 50 percent less than the
figure of 1991; and the per unit area yield only reached
33.4 kg, the lowest figure since 1980. Due to the decrease
in cotton production, the province’s total agricultural
output value was reduced by more than 5 billion yuan
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and the per capita income of the cotton growers was
reduced by 144.4 yuan. The output value of the cotton
processing enterprises and the textile industrial enter-
prises was reduced by more than 4.8 billion yuan. The
local revenues were reduced by more than 110 million
yuan. All this affected the fulfillment of the export task
and the rural deposit target as well as the urban and rural
markets and also brought about serious influence over
the rural economy and the overall national economic
development of the province.

As everyone knows, Shandong is a large province in
terms of the cotton production. Its cotton growing areas
account for 20 percent of the country’s total, its cotton
production accounts for 25 percent of the country’s total,
the volume of cotton distributed to other provinces
accounts for 40 percent of the country’s total, and the
cotton export volume accounts for 20 percent of the
country’s total. Simultaneously, Shandong is also a large
province in terms of cotton consumption. Wang
Jiangong, vice governor of the provincial government,
once said: There are 6,000,000 shuttle spindles in the
province. So, the province’s annual cotton consumption
reaches 11 million dan. With the state-assigned tasks for
distributing to other places, exporting to foreign coun-
tries, military needs, and civilian use, the province
should produce, at least, 20,600,000 dan of cotton every
year in order to meet the demands. So, this year, the
province plans to produce 24 million dan of cotton and
urges to plant 20 million mu of cotton. But a survey on
the peasants’ intention for cotton planting showed that
so far, only 16 million mu of cotton have been planted
and we still have to plant 4 million mu of cotton. Can we
purchase cotton from other provinces or foreign coun-
tries if we do not plant 4 million mu of cotton and the
cotton production does not reach 24 million dan? First
of all, Shandong’s cotton production is more than that of
other provinces and other provinces also reduced their
production last year. They usually purchased cotton
from Shandong. It is impossible for them to distribute
cotton to Shandong. We do not have so much foreign
exchange to import cotton from foreign countries.
Simultaneously, there is no so much cotton on the
international market. The ports do not have the bearing
capacity for distribution of cotton. So, we should only
rely on ourselves to solve the difficulties in lacking
cotton. The only method is to plant sufficient cotton and
increase cotton production. In reality, Shandong has
advantages in cotton production. If the cotton growing
areas do not plant cotton, they will not be able to find a
cash crop like cotton that can be planted on a large scale
or to increase their income by a big margin. Particularly,
after the markets were decontrolled, the state defined
cotton protective prices and also expanded the produc-
tion and supply of high-efficient farm chemicals,
including (mianlingbao). The cotton prices on the inter-
national market rose recently. The overall cotton mar-
kets at home and abroad are good. So, the broad masses
of cotton growers should grasp the favorable opportuni-
ties to plant full amounts of cotton.
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Xinjiang Official on Developing Farm Markets

OW 1202005493 Beijing XINHUA Domestic Service
in Chinese 0147 GMT 6 Feb 93

[By reporter Wang Boyu (3769 0130 3842)]

[Text] Urumqi, 6 Feb (XINHUA)—Yusufu Muhan-
mode, vice chairman of the Xinjiang Autonomous
Regional People’s Government, pointed out in a recent
interview with reporters that with peasants’ entering the
market, governments at all levels must adopt appro-
priate measures to improve service networks and help
peasants adapt themselves to market rules as soon as
possible.

Xinjiang’s agricultural output has increased for 15 con-
secutive years; however, because of its vast area, limited
market, underdeveloped circulation system, and other
constraints, large quantities of farm and sideline prod-
ucts have often been kept too long in stock. As a result,
peasants’ income has not risen as fast as it should, and in
some areas, there has been no increase at all. In light of
this situation, beginning this year, Xinjiang will no
longer issue mandatory cultivation targets for farm crops
and will allow peasants to decide for themselves the
acreage and types of crops they will plant. At the same
time, it allows peasants to sell farm and sideline products
without restrictions, thereby pushing them to the mar-
ketplace.

Yusufu Muhanmode said: Once the peasants come out
of the government’s “protective umbrella” and begin to
take market risks, many of them will have difficulty
adjusting right away; they need government assistance
and guidance. He said: The government should
strengthen microeconomic control and regulation: 1) It
should establish information and consultant service enti-
ties to provide peasants with information regarding
market demands to enable them to plan production
based on market information. 2) It should mobilize
grain, food, sugar manufacturing, and supply and mar-
keting departments to go to the countryside to meet
directly with suppliers and sign sales contracts with
them. This will ensure the sale of farm and sideline
products. 3) It should encourage agricultural service
departments to organize themselves into economic enti-
ties that will concentrate on agricultural products while
undertaking other diversified businesses to expand farm
and sidelines product markets and provide better post-
production service for peasants.

Yusufu Muhanmode said: In the past, Xinjiang did not
have a fixed place to exchange grain and edible oils. The
autonomous region has come up with a preliminary plan
to establish a grain and edible oil commodity circulation
network in northern and southern Xinjiang. The net-
work will be structured with primary markets as its
foundation, regional wholesale markets as its main sup-
port, and a provincial-level wholesale market as its lead.
The provincial- level wholesale market for grain and
edible oils began operation in Urumgqi on New Year’s
Eve. In addition to the commodity circulation network,
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Xinjiang has also actively explored the domestic market
and markets in neighboring countries in order to sell
more farm and sideline products to the interior and
overseas.

He said: Xinjiang will drastically readjust its crop struc-
ture to develop a type of farming that provides high
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yields of fine quality, readily salable crops with max-
imum efficiency. Xinjiang is well known for being the
“home of fruits.” All prefectures, autonomous prefec-
ture, counties, and cities should make full use of their
favorable conditions to develop agriculture with strong
local characteristics. They should produce brand-name,
special, and rare products and carry out intensive pro-
cessing to increase their values.
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New University Military Training Form
Introduced

HK2002073893 Beijing GUANGMING RIBAO
in Chinese 7 Feb 93 p 2 .

[Report by staff reporter Deng Haiyun (6772 3189
0061): “Beijing University of Science and Engineering,
Other Universities Innovate Forms of Military Train-
ingQ,]

[Text] Closely coordinating with the Artillery Command
Academy and National Defense University, the Beijing
University of Science and Engineering has boldly
reformed and innovated the form of military training
according to the requirement of bringing up people, and
collectively created useful experience of a “two-way
approach for cultivating people.” After use for two years,
excellent results have been achieved and the university
has been commended several times by the State Educa-
tion Commission and Beijing Municipality. ~ =

Previously, military training conducted by Army units
for local universities and colleges was regarded as an
obligation of the troops, and was generally a passive
action. The officers who trained students in the schools
were temporarily transferred and organized after they
were assigned the duties. That was why the training
standards and requirement criteria were not entirely the
same, which affected the training quality to a certain
extent. Starting in 1991, the Artillery Command
Academy changed the traditional form and sent a stu-
dent team of a whole organization to conduct military
training in schools. These students were training officers
and students of military academies concurrently. They
were of similar ages and experiences to the students in
local universities and colleges, which was conducive to
mutual emulation and exchange. Through military
training, the military academy students not only fulfilled
a duty, but also gained a good opportunity to get into
contact and become acquainted with society so that they
could carry out a “live combat” test of the knowledge
which they had studied. By so doing, military training
changed from a one-way to a two-way approach for
cultivating people, was beneficial to two parties instead
of one party, and became a good form of both nurturing
themselves while nurturing others. Many students said
this is an exercise of leading troops before they are
assigned jobs. ‘

In the meantime, the Beijing University of Science and
Engineering carried out reform in the training form.
Before 1990 its students generally received military
training in the barracks of Army units. Although a
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certain achievément was attained, there were problems
of high expenditure, relatively poor results, excessive
burdens on troops, and so on. Since 1990, the university
has changed this practice and concentrated its efforts on
organizing students for military training on the campus.
This reform has retained the advantages of training in
the barracks and overcome the existing shortcomings.
Particularly, it exploited the prominent role in con-
ducting a comprehensive management and omnidirec-
tional cultivation of the students, expanding the social
impact of military training, economizing expenditure,
and others. The practice of intramural military training
for three years shows that the students’ quality in poli-
tics, military affairs, mentality, and physique have been
remarkably enhanced, and the study style, school atmo-
sphere, and building of a civilized campus have also been
intensified. Additionally, the Beijing University of Sci-
ence and Engineering coordinated with National
Defense University to conduct a concentrated military
theoretical course in two weeks, which was formerly
distributed in an academic year, thereby arousing the
students’ enthusiasm and raising the examination results
incrementally.

Through the reform, outstanding achievements have
been scored in the military training in the Beijing Uni-
versity of Science and Engineering. In 1992 the univer-
sity was among the country’s 30 schools commended by
the State Education Commission in a notice circulated
nationwide. o

Shijiazhuang Cracks Largest Arms Theft Case

SK1902142193 Shijiazhuang Hebei People’s Radio
Network in Mandarin 2300 GMT 18 Feb 93

[Text] Public security organs of Shijiazhuang City
recently successfully cracked the theft from the arms
depot of a certain army unit stationed in Shijiazhuang.
The criminal (Zhang Yanlin) was caught in Yuci City,
Shanxi Province. :

On the evening of 1 February, the criminal broke into
the arms depot of a certain army unit stationed in
Shijiazhuang and stole guns and other weapons and
bullets. After this theft happened, the provincial and the
Shijiazhuang city public security departments organized
competent personnel to investigate. Thanks to the great
cooperation of the army unit and the public security
departments of Shanxi Province, the criminal (Zhang
Yanlin) was caught on the evening of 13 February. All
the guns and buliets the criminal had stolen were recov-
ered the next day.

As was learned from departments concerned, this case
was the largest since the founding of the country.
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Special Interview With Peng Ming-min -

93CM 1294 Hong Kong KAIFANG [OPEN
MAGAZINE] in Chinese No 72, 18 Dec 92 pp 84-86

[Interv1cw with Dr. Peng Ming;min by staff reporter
place and date not glven “Reunrfying China Is a Myth”]

[Text] After retuming to Taiwan Dr. Peng Mlng-mm an
international jurist authority, named “Godfather of
‘Taiwan Independence” by the media, who had been
wanted by the law for more than 20 years, is considered
the only person able to contend with President Li Teng-
hui. This magazine specmlly interviewed Dr. Peng in his
office on Keelung Road in Taipei.

[Question] What is the special meaning of your returning
to Taiwan, which you have left for 23 years, during the
election of members of the Legislative Yuan?

[Peng] 1left Taiwan for 23 years, and the arrest order was

: just canceled last year. Now that I have back, I hope once
again to contribute my views and ideas to my fellow
countrymen. At present, Taiwan’s future is greatly
debated and I hope that I can be involved.

[Question] Is returning to Taiwan your long-term plan?
Did your family come back with you?

[Peng] Yes. My sonisa doctor in the United States, and
he has his own job. My wife goes back and forth between
the United States and Taiwan frequently. :

[Question]} Can you briefly tell me your political ideas?

[Peng] I do not have any new theories. Neither “reuni-
fication™ nor “independence” is the real problem The
key is that in a place where the economy is highly
developed with a population of 20 million, its people still
do not have the right to determine their own future. It is
very clear that I personally stand for Taiwan indepen-
dence. However, to end the rule of outside forces cannot
‘be accomplished overnight . It will take a considerably
long time of “sterilization” and education efforts. to
ponder problems freely and independently after 40 years
of brainwashing and dogmatic education carried out by
the ruling party. In principle, I want to strive for “self-
awareness” and “‘self-determination.” How to attam th1s
goal is a matter of technique.

[Questlon] People generally hold that a genuine “inde-
pendent” Taiwan will be threatened by the Chinese
Communist Party’s armed forces. What do you think?

[Peng] I met many experts ‘on China affairs abroad.
There are also defense specialists in the U.S. Department
of State, no one takes the “armed force™ interpretation
seriously. At present, in China, the central authorities
cannot control various contradictions between the local
and central governments, between the new and old
generations, and between coastal and hinterland areas.
Currently, delegates are sent by each province to go
abroad to negotiate business and sign contracts. All they
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care about is making money. If the central authorities
order Fujian to dispatch troops to attack Taiwan, will
they do so?

The Tiananmen incident shocked the world. They know
that the same thing cannot be repeated Moreover, the
response of the world to an attack against Taiwan will
surely be extremely stronger than that to the “Tianan-
men incident.” Therefore, I think that the desire of 1.2
billion people striving for a better life has already put a
tremendous pressure on the government. It is detestable
to make use of the propaganda that the Chinese Com-
munist Party will “attack Taiwan by force” to intimidate
the people in order to achieve the objectives of the rulers.

[Question] Is there any 'conﬂict of interest between
Taiwan’s craze for doing business on the mainland and
the advocacy of “Taiwan Independence"”

[Peng] Our govemment’s mainland policy is out of
control. Basically China is a hostile country. However,
the attempt to get rid of the independence of another
government just for this reason will be a serious issue in

_the international community. One cannot discuss any-

thing if a government is ““attacked” because of hostility.

I have come to realize a potential crises in the last few
years in the United States: In China, businessmen may
possibly become the Chinese Communist Party’s hos-
tages and securities, or its lobbyists after being given
preferential benefits. Nevertheless, Taiwan businessmen
are very smart. They know that the Chinese Communist

. Party’s regime can change at any time. They do not have

permanent facilities, and put their funds in Hong Kong
rather than on the mainland so that they can get away at
any time. I favor Taiwan businessmen going to all parts
of the world to develop, and carry out a market economy
on the mainland to speed up its liberalization. Neverthe-
less, I am not an economist. This question is relatively

.complicated.

_[Question] What are your impressions of Taiwan after a

month?

[Peng] I am not surprised at all (smile). I have heard
many things, good and bad, so I am mentally prepared

"However, I think that many people still feel insecure,

people feel something is wrong with government policies
but do not know why.

[Question] In your eyes, what is the problem?

[Peng] This regime is basically based on legends and
myths, until five years ago it was still named the only
legitlmate government of China. The current hypothesis
is that Taiwan is part of China. I challenge the govern-
ment: which China is the one you refer to? If it does not
refer to China, nor Taiwan, then the China you refer to
exists only in name, Is it reasonable to base a regime on
an illusion? In the past, we said that “reunifying China”
was a myth, whereas today we say that “one China” is a
joke.



42 TAIWAN

[Question] If that’s the case, how do you distinguish
Taiwanese from Chinese?

[Peng] Chinese refers to China’s nationals. In terms of
nationality, it is not justified to say that the Singaporeans
are Chinese. In terms of blood relationship, Chinese are
defined as “Han descendants.” We can say that the
United States, Australia, Singapore are countries of
immigrants, and so is Taiwan. We may miss our ances-
tors, but that does not necessarily mean we accept their
rule. Now the government deliberately confuses the
cultural and political definitions, and carries out a brain-
washing education from kindergarten to university so
that students are able to know China’s geography and
history thoroughly; but how much do they know about
the history of Taiwan? We only want to seek our self-
identity now, and it has nothing to do with the Chinese
government.

1 have always emphasized that you can be proud of the
Han culture, but politics is a different matter. If the
Chinese government is a rational one, it should realize
that there is no reason for Taiwan to reunify with China;
and if Taiwan is to be reunified with another country, it
is not necessarily China. Taiwan can choose a more
democratic and prosperous country rather than a poor
and backward one to reunify with. I once raised this
question: What does China rely on to rule Taiwan? It is
merely a desire to possess Taiwan. The president of
Singapore, Lee Kuan Yew, mentioned two things when
Singapore won independence in 1958: 1) Everyone is
urged to forget where they came from. 2) Everyone
should think of Singapore wholeheartedly. I think it has
great reference value. The present problem in Taiwan is
to confront an irrational “possession desire” of the
Chinese Communist Party. If this China sentiment is not
eliminated, there will be greater difficulty. This is dif-
ferent from enumerating past records but ignoring our
ancestors.

[Question] Many people ask if you will run for the
presidency?

[Peng] In the past 27 years of being wanted by the law, it
was impossible for me to think about this question. Now
everybody is asking the same question. So far my
greatest concern is Taiwan’s democracy and sovereignty.
In order to achieve this goal, is there anything else that I
am not willing to do? Nevertheless, I have not yet
carefully thought of this question. I am willing to do
anything beneficial to democracy.

[Question] What is the biggest social problem facing
Taiwan at present?

[Peng] A lack of public trust in the government is one of
the biggest barriers to democratization. Vote-buying in
elections is the biggest destructive force in democratiza-
tion. I read Taiwan news while living abroad, and I
inevitably doubted if the government did not understand
democracy really or falsely? The other problems are
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environmental protection, which is the worst of all, the
concentration of wealth in economic terms, and trans-
portation...

[Question] What is your stand toward the Democratic
Progressive Party [DPP]? Did you come back to assist
the party in the election?

[Peng] 1 have not done anything special for anybody.
Generally speaking, in order to realize democracy,
building a powerful and sound opposition party is nec-
essary. However, opposition parties in Taiwan were
suppressed in the past. The DPP has not come into
existence easily. Under these circumstances, the perfor-
mance of DPP might not be satisfactory, and was sub-
jected to many obstacles, but there was not much room
for the party to choose. Therefore, the DPP should
develop now. The Kuomintang [KMT]’s armed forces,
police, legislative institute, special service, education
institutes, and especially the media, are all under party
control. '

[Question] As far as the internal conflicts of the DPP is
concerned, some people say that they expect you to come
back to serve as a mediator. Is that so?

[Peng] This is an illusion. When I just arrived in the
United States, I was contacted by somebody who wanted
me to organize another opposition party. But in reality,
it is very difficult. Once people donate money, others
will approach you immediately and check your account.
In fact, this time I came back under supervision. I was
intercepted at night many times. My driver was beaten
up, and almost killed.

[Question] When did these happen?

[Peng] I recorded all the happenings. My car was
smeared with the word “FUCK,” and I have a picture as
evidence. My colleagues received threatening calls. My
driver was beaten on 30 November at night.

[Question) Have yourself ever received direct threats?
[Peng] Not yet. No direct threats yet.

[Question] You were a classmate of President Li Teng-
hui. Someone said that you came back to support him
and help him win. Have you met and contacted him?

[Peng] I have not yet, and it is impossible to do so. He
must avoid seeing me in order not to be accused of
engaging in “Taiwan Independence.” Not meeting each
other is good for both of us. My criticisms of the KMT
were very harsh in the past, and very unrespectful.
Although I did not mention his name, as chairman of the
party, he knew what I meant.

[Question] What do you think about the internal con-
flicts of the DPP?

[Peng] People should forget their personal disputes,

which serve as the party’s weakness, and disappoint
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people. I often told them: think about the whole situa-
tion. To found the DPP, our elders have paid a high
price. They were put in jail, killed, and tried. I hope that
the DPP will gradually become more mature in the midst
of arguments. In Taiwan, the opposition party has a
history of only five years, whereas in the Western coun-
tries such as the United States and France, democracy
has a history of several hundred years. In the early
founding of the United States, there were also murders
and arson cases. Democracy was a result of long-term
struggle. In Taiwan, democracy is still in a transition
period, and it is promising. The reason I said so is not to
express satisfaction with the current state of affairs, but
to mean endless hardwork.

[Question] What is your’concrete plan after you came
back?

[Peng] Currently I am jobless (smile). Since I came back
I have been busy giving speeches. Later on I want to
settle down and think about this question.

[Question] Is it possible for you to go to mainland
China?

[Peng] To be honest, since the Zhou Enlai years, I have
been invited to go to China, and Zhou and I had a
relationship of indirect contacts. What a pity, if he were
still around, the Taiwan issue would have been solved
easier. If I go to China, I will discuss politics, and I am
not interested in travelling at all. However, since there is
nothing to talk about based on China’s current attitudes
and ways of thinking, it is useless to go there.

Stricter Penalties for Employers of Illegal
Workers

OW 1302094693 Taipei CNA in English 0818 GMT
13 Feb 93

[Text] Taipei, Feb. 13 (CNA)—The Taiwan high court
has directed all district courts to give strict sentences to

people convicted of smuggling or employing illegal for-

eign and mainland Chinese workers.

High court officials said that although the police and
military have heightened their vigilance by increased
patrols in coastal areas, a large number of illegal workers
from Mainland China and southeast Asia are still slip-
ping through.

Tllegal mainland and foreign workers have posed serious
social and health problems to local society, the court
officials said. The high court hopes all local courts will
impose heavy penalties on individuals found guilty of
hiring illegal mainland and foreign laborers.

Meanwhile, the Council of Labor Affairs (COLA)
announced Friday [12 February}] that Philippine citizens
intending to work in Taiwan will no longer need
approval from Philippine authorities when applying for
ROC [Republic of China] visas.
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The new rule is designed to eliminate costly delays
caused by red tape in the Philippine Government, COLA
officials said.

Hereafter, the officials said, Filipinos need only produce
proof of employment given by their Taiwan employers
when they apply for ROC visas.

The Labor Council Friday granted 100 new licenses to
employment brokerage houses to recruit foreign laborers
to Taiwan. The move aims to prevent existing employ-
ment agencies from monopolizing the market, the offi-
cials said. .

So far, there are oﬁly 15 local companies authorized to
bring in laborers from the Philippines, Malaysia, Thai-
land and Indonesia.

There are currently 50,000 foreign workers legally
employed in Taiwan, the officials said,

The Labor Council has recently eased fines to illegal
workers who are arrested. The relaxation aims to speed
up the deportation of illegal foreign workers, the officials
explained.

Airlines Asked To Reduce MD-11 Flights

OW1602115593 Taipei CNA in English 0830 GMT
16 Feb 93

[Text] Taipei, Feb. 16 (CNA)—The Civil Aeronautics
Administration (CAA) has asked China Airlines (CAL)
to reduce the use of its two troubled MD-11 passenger
aircraft, but stressed that it is not yet time to order their
grounding CAA Director-General Sun Chao-liang said
Monday [15 February].

“The troubles the two MD-11s developed may have
caused inconvenience to passengers but they have not
endangered flight safety,” Sun said.

The two jumbo airplanes, purchased by the CAA and
then leased to the national flag-carrier late last year,
developed four “surges,” or unstable engine air thrusts,
in the past few weeks.

McDonnell Douglas, the St. Louis-based manufacturer
of the jets, had replaced the Pratt-Whitney engines once
already. “Since then no surges have been reported,” Sun
said. '

Yet the aircraft were again in the local limelight last week
when engineers in a regular safety check found that the
back-up electrical system of one of the MD-11s did not
function properly. CAL promptly suspended the flight
until the arrival of necessary spare parts from the United
States, which caused the flight to be delayed for one day.

In a swift response to the incident, the consumers’
foundation demanded the immediate grounding of the
two MD-11s until proper measures were taken by CAL
and the aircraft supplier.
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Such a harsh measure is unnecessary for the moment,
Sun said. McDonnell Douglas, the world’s third largest
commercial airplane producer, has delivered a total of
76 MD-11s to 14 airlines worldwide, he indicated.

Sun said he believed the US Federal Aviation Adminis-
tration would not hesitate to order the grounding of this
type of airplane should it develop trouble that may pose
a threat to flight safety.

However, CAA has asked CAL to temporarily cut back
on its use of the two MD-11s, a demand Sun said will
remain effective until parts supplies return to normal.

CAA and CAL are studying various proposals on how to
seek compensation from the two American companies
for losses caused by the engine troubles, Sun added.

JPRS-CAR-93-013
23 February 1993

Bank of Tokyo To Open Branch in Taipei

OW1302085893 Taipei CNA in English 0754 GMT
13 Feb 93

[Text] Taipei, Feb. 13 (CNA)—The Bank of Tokyo
Friday [12 February] got the go-ahead on the opening of
a branch office in Taipei, marking a breakthrough in
financial ties between Taiwan and Japan.

This marks the first time a Japanese bank has set up a
branch here since 1959 when the Dai-Ichi Kangyo bank
was allowed in.

Officials of the Finance Ministry said that they expected
to see closer links between financial institutions of the
two countries.

The planned establishment of the Japanese bank branch
will be conducive to the government’s strategy to pro-
mote financial internationalization, they noted.

The Japanese bank, reputed for its foreign exchange
operations, ranks as the world’s 19th and Japan’s 1 1thin
bank assets.
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